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ACTIVITY ANALYSIS IN ONE LESSON 


By Witu1am J. BAumoi* 


Unfortunately it is not one easy lesson. Although this paper is ad- 
dressed to the nonmathematical reader and the neophite mathematical 
economist, they will not find it light reading. The following survey of 
activity analysis is designed to offer to the reader an intuitive grasp of 
the meaning, the derivation, the implication for economics, and a 
sample of the applications of some of the most important theorems in 
this area of research.* 

This article deals with three major areas which are frequently con- 
fused by nonmathematical economists: mathematical programming, 
input-output analysis and what may, for want of a better designation, 
be called activity analysis proper.” 


I. Programming 


Programming, both linear and nonlinear, is entirely a mathematical 
technique. Its economic content is therefore nil. This is no mere classi- 
ficatory quibble. It means that programming per se can never tell us 
anything about the operation of any part of the economy. Like the cal- 
culus or any other branch of mathematics it can only help us to find the 
implications of the economic information which we already have or are 
willing to assume. To the extent then that economists were responsible 


* The author is professor of economics, Princeton University. He is grateful to Robert 
Dorfman, David Kopf, Gardner Patterson, Richard Quandt, David Stern, and Paul 
Wonnacott for their very helpful comments and suggestions. 

*To the reader who wishes to go further into any of these materials I unhesitatingly 
recommend the superb Dorfman, Samuelson and Solow volume, Linear Programming and 
Economic Analysis [4]. I will give almost no other references because I believe readers can- 
not do better than to begin with this book. The volume also contains an annotated bibli- 
ography. 

Another useful reference for the beginner is R. G. D. Allen’s Mathematical Economics 
[1]. This volume which incidentally is not a new edition of Allen’s Mathematical Analysis 
for Economists, is another fine example of the author’s expository ability. However, it does 
not go as deeply into the basic theorems of activity analysis as do Dorfman, Samuelson and 
Solow; and several of the areas outlined in this article are not discussed by Allen. 

* These areas though different, are not unrelated. Activity analysis, as we shall see, em- 
ploys the techniques of mathematical programming, and even input-output can be inter- 
preted as a very simple sort of linear program. 
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for the development of programming,* they may be said to have been 
productive in areas outside their own fields, as they have been in the 
past when they formulated the essentially technological law of diminish- 
ing returns, or when, by inventing the marginal analysis, they stumbled, 
a few centuries too late, on what is essentially a crude version of the 
differential calculus. 

Programming is, as we shall see, essentially suited to the analysis of 
rational behavior. It has, therefore, like the marginal analysis, been 
somewhat less successful in describing what is than in indicating what 
(given some preassigned goals) ought to be. Some of the most fertile 
applications of programming have involved welfare economics and ad- 
vice to businessmen, both of which aim to tell the relevant persons how 
they can most efficiently go about working toward their objectives. Let 
us indicate briefly a few of the business problems to which program- 
ming is most frequently applied.* 

1. Optimum product lines and production processes. When operating 
at a high output level a firm is likely to run into a variety of capacity 
limitations. Its factory size, the amount of time available on different 
machines, its warehouse space and its skilled personnel may, any or all, 
constitute bottlenecks, some of which it is prohibitively expensive or 
even impossible to eliminate in the short run. 

A crucial characteristic of such a situation is that the production of 
a relatively unprofitable item or the use of a production process which 
makes liberal use of the scarce facilities may take up valuable capacity 
that can better be used in more economical processes and in the manu- 
facture of more lucrative commodities. 

There is no simple solution, such as complete specialization in the 
one “most efficient process” for producing the one item which makes 
“most profitable” use of scarce facilities since, except by pure accident, 
there may be no process or no product which is economical in its use 
of all of the firm’s limited facilities at once. One item may make good 
use of machine capacity and may therefore yield the highest profit per 
scarce machine-hour, whereas another may make more effective use of 
limited warehouse space. Production of only the former would find 
warehouses completely loaded before machine time was fully employed, 


* Several economists have made important contributions. Notable among these are T. C. 
Koopmans, R. Dorfman and W. W. Cooper. But if any one person is to be named as the 
father of programming we must undoubtedly award the honor to mathematician George 
Dantzig, inventor of the first successful (and still one of the most efficient) computational 
techniques, the simplex method. Important later contributions have been made by mathe- 
maticians such as H. W. Kuhn, A. W. Tucker, A. Charnes, etc. For a bibliography see 
[4, pp. 507-11]. 

* Much of the remainder of this section first appeared in a publication of Alderson Asso- 
ciates, Inc. Philadelphia, reproduced here with their permission [14, pp. 1-4]. 
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while the latter product, since it is not bulky, might leave warehouses 
half empty even if the firm’s machines were to turn out nothing else. 

2. Transportation routing. In the selection of transportation routes, 
especially where a firm has many plants and its processes involve trans- 
shipment of items in various stages of production, substantial savings 
can be expected from careful planning of commodity movements. If 
the firm employs its own trucks or other transport facilities, the prob- 
lem is to route them in a way that incurs as little cost as possible. 
Where the firm employs others to do its transporting, the computations 
may be further complicated by peculiarities in the transportation rate 
structure, for then the firm’s objective is not to minimize ton-miles but 
to minimize payments to the carrier, and the two do not always cor- 
respond. 

3. Meeting product specifications. Many contracts include a number 
of minimum specifications which must be met by the product, and some- 
times the manufacturer will set up such standards for himself. Usually 
there is a variety of ways in which these specifications can be met. For 
example, an animal feed may require X units of protein per bag, Y of 
carbohydrates, Z of vitamin B, etc. Each of the grains combined in the 
animal feed contains some of the nutrients, and it is therefore pos- 
sible to make a bag of feed meet these specifications in many different 
ways. A very inexpensive ingredient may contain much starch and very 
little else and to meet the standards it may be necessary to add some 
more expensive ingredients. But which ingredients should be added 
and in what proportions? Or will it prove cheaper to begin with some- 
what more costly ingredients which supply a better balance of all the 
nutrients? 

The ieast-cost combination of meeting specifications is basically a 
programming problem. This technique has, for example, been employed 
in the blending of gasolines. Programming techniques have been em- 
ployed in many other business problems. They can help determine 
optimum inventory levels and have been used to solve production prob- 
lems, like cutting of paper and cloth in a way which minimizes raw 
material waste, and in the job assignment of specialized personnel. 


A. The Analysis 


What is the common element in all of these situations which makes 
them amenable to programming analysis? It is clear that all of them re- 
quire a search for “best” values of the variables. But there is some- 
thing more involved which makes the usual tools of the calculus or 
marginal analysis inapplicable. In many problems of optimization there 
is a complication in that the outcome, to be acceptable, must meet cer- 
tain conditions. For example, the problem of fencing in 20 square feet 
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at minimum cost involves the determination of that shape of plot which 
will save on fencing most effectively. But any saving which is achieved 
by fencing only 19 or 21 square feet will be unacceptable. This then is 
essentially a problem of finding the best way of meeting a very precise 
specification which the mathematician calls “a side-condition.” So long 
as the specifications are so precise (the area must be 20 square feet, no 
more or less; or the starch content of a 100-pound bag of feed must 
be exactly so many calories, etc.) the optimization problem can usually*® 
still be dealt with by calculus (marginal) techniques. 

However, it is characteristic of many business problems that speci- 
fications are not precise but provide only minimum requirements that 
must be met. Or the specification, rather than stating the precise extent 
to which a facility will be used, may indicate only the maximum ca- 
pacity which is available. Any output which overshoots the quality 
standards or does not fully utilize some part of capacity is not neces- 
sarily ruled out. Here the side-conditions are inequalities rather than 
equations. That is, they do not state that X must equal 500 but only 
that X must be no less than 500.° 


* Even here there is an important exception. The mathematical form of the precise speci- 
fication (side-condition) is an equation. If the graph of the equation is discontinuous or 
kinked, calculus methods cannot be depended on to work. This is because these techniques 
find an optimum by computing the slopes of the relevant graphs to investigate whether it 
is possible to go “uphill” (toward higher profits). Where the graph of a function is dis- 
continuous or kinked, its slope is, for obvious reasons, not even defined. 

* The reason marginal techniques break down in the presence of inequality side-conditions 
is easily illustrated with the aid of a simple graph. Marginal analysis finds, e.g., the point 
of maximum profits by locating the point at which marginal profit (the slope of the total 
profit curve) equals zero (output OQ in the figure). That is the meaning of the standard 
marginal-cost-equals-marginal-revenue condition. But suppose output is limited by the 
inequality that production cannot exceed OC. Then our problem is to find out whether 
the point of maximum attainable profit is OC or some point to its left (which is no easy 
problem in the N dimensional N variable case). But for this the marginal analysis is use- 
less, for at the optimum point in the diagram, OC, the marginal criterion, marginal profit 
=the slope of the total profit curve = zero, is obviously invalid. 
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This sort of side-condition characterizes each of the business prob- 
lems which has been described. In the optimum product line and pro- 
duction process problem there are maximum capacities to be dealt with. 
In meeting specifications at minimum cost, each specification is such 
an inequality. In the transportation routing and plant location problems 
the presence of such restrictions on the businessman’s decisions is less 
obvious, but they are nevertheless there and play a fundamental role 
in the computation. There can be limitations on the size and cargo- 
carrying capacity of the trucks, trains, or ships to be routed. But the 
more relevant capacity limitation is a peculiar one which states that in 
no case is it possible to ship negative amounts from one place to an- 
other! This rather silly-sounding restriction is important partly be- 
cause things like this are never obvious to an electronic computer and, 
unless it is specifically forbidden to do so, the computer will assign 
negative shipments from some supply sources to some destinations. For 
the machine will reason that if it is profitable to reduce some shipments 
to zero, it may be still more profitable to reduce these shipments even 
further! 

For the economic theorist, such nonnegativity requirements are im- 
portant for a far more fundamental reason. Like an electronic computer, 
marginal analysis is, by itself, incapable of taking account of them. To 
return to the more familiar optimum output problem, for the competi- 
tive firm we note that the rule of the marginal analysis is that the 
output of any item should be at a level at which marginal cost is 
equal to price. But for an unprofitable item marginal cost may only be 
equal to price at an impossible negative output level. That is, in a 
case of increasing costs, even at zero output cost need not have fallen 
back to the level of price. Of course, no moderately sane economist 
making a graphic analysis will ever recommend a negative output. But 
where a large number of interdependent decisions have to be made, the 
calculations may all have to be done with the help of mathematical 
reasoning. And a mathematical analysis, based on marginal equalities 
like marginal cost equals price, must in such a case yield nonsense re- 
sults unless we impose on the calculation the explicit requirement that 
the variables be given no negative values. We will come across this 
point again later. 

Programming, then, is the mathematical method for the analysis 
and computation of optimum decisions which do not violate the limita- 
tions imposed by inequality side-conditions. In almost all cases the 
method of computation is a so-called “iterative procedure.” Just as the 
term “ragout” disguises the fact that it is only stew, though presum- 
ably an elegant one, this fancy term is used to dignify a systematic 
trial-and-error procedure. The answer to a programming problem will 
ordinarily not be arrived at directly. Instead the solution is found by 
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groping toward it. But the trial-and-error procedure is not pure guess- 
work. It is systematic in that it usually involves at least the first two of 
the following features: 

(1) There is a mechanical rule which determines, after each step, 
exactly what the next step is to be on the basis of the results of the 
trial just completed. One purpose of this feature of the method of solu- 
tion is that it makes electronic computation possible. These mechanical 
brains unfortunately possess no judgment of their own and so they 
must be told what to do in every contingency. This is like teaching a 
human the rules of algebra before giving him an algebraic problem to 
solve. In any event, a mechanical rule stating what must be done at 
each succeeding trial in the trial-and-error procedure is useful because 
in a problem complicated by a great number of variables and inter- 
relationships, human judgment can go badly wrong and this can result 
in an inefficient, even a totally ineffective, search for the answer. 

(2) A second feature which usually characterizes the systematic 
trial-and-error procedure is a proof that the method has been con- 
structed in a way which guarantees that each trial will yield values 
which are closer than the last to the correct answer. This very impor- 
tant feature assures the computer that he is always getting closer to 
his result and is not wasting his time by going off in a wrong di- 
rection. We shall see later, in our discussion of the simplex method, 
how this sort of guarantee can be built into a computation procedure. 
Of course, such a guarantee can only be provided where there is a 
mechanical rule which specifies step by step what will be done. Other- 
wise successive steps are unpredictable and it is then not possible to 
say in advance whether they will be closer to or farther from the cor- 
rect answer. 

(3) For a large class of problems there are available trial-and-error 
procedure rules which are guaranteed to yield precisely the correct 
result after a finite number of steps. In other cases where this is not 
possible, one can hope to calculate a maximum error, and to be able 
to say, for example, that the result of the most recent trial is at most 
one-tenth of one per cent from the correct answer. 

Where the problem is one involving linear programming there are 
several computational methods which yield a precise answer after a 
finite number of steps. The simplex method, the method of fictitious 
play and the complete description method are all linear programming 
computational techniques. In the next section we will see what is in- 
volved in the linearity of a programming problem. 


B. Algebra and Geometry 


First, let us set out the equations of a typical linear programming 
problem postponing comments on nonlinear programming to the ge- 
ometric section which follows. Consider a firm which can produce any 
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of the four products w, x, y and z whose outputs are W, X, Y and Z 
and whose profits per unit of output are, respectively 5, 3, 2 and 7. 
Then the total profits of the firm are given by 5W + 3X + 2Y + 72Z. 
(Here, e.g., W and X may represent outputs of the same product 
manufactured by different “processes,” i.e., with the use of different 
input proportions.) Suppose, moreover, the firm has available only 
50,000 square feet of warehouse space and 32,000 machine hours. If 
the manufacture of one unit of w requires 0.5 hours of machine time, 
that of x requires 2 hours of machine time, etc. we have an inequality 
relationship (which is called a “constraint” or “side-condition”) such 
as: 
0.5W + 2X + 1.9Y + 3.1Z < 32,000 


which states that no more of these outputs can be manufactured than 
the available machine time permits. There is a similar warehouse-space 
constraint. We can see now that the programming problem can be 
written: 

Maximize profits: SW + 3X + 2Y + 72Z, 


Subject to the constraints: 
0.5W + 2X + 1.9Y + 3.1Z < 32,000 (available machine time) 
and 
10W + 1.2X + 7Y + 4Z < 50,000 (warehouse capacity) 
where W > 0, X >0, Y >0,Z=>0. 


This is the standard form for a linear programming problem. It is 
called lineai because the expression to be maximized and the inequalities 
only involve the variable multiplied by constants and added together 
(as in an equation for a straight line such as y = 5x + 3). There are 
no X”’s or 5 sin Y’s or log Z’s or more complex expressions. We may 
note that this model employs an assumption of competitively or other- 
wise fixed input and output prices and constant returns to scale in 
production. This enters in two ways—from the information that profit 
per unit of w is 5 we can only compute the profit from producing 10 
units of w at 5W = 50 because the assumption of constant returns to 
scale and constant input prices implies that costs, revenues and profits 
will all rise precisely in proportion with the level of output. (We note 
again that w is defined in such a way that it must always be produced 
with the same input proportions—in this analysis a change in the 
amount of scarce machine time used per unit of output is described as 
a shift from the manufacture of w to that of x.) The linearity of the 
inequalities also rests on the assumption of constant returns to scale— 
the amount of warehouse space occupied by product y is assumed 
strictly proportionate to Y, the level of output of that item.’ 

"Where the facts of the situation do not warrant these assumptions even as an approxi- 
mation, we may be forced to employ techniques of nonlinear programming. Usually these 


are, at best, more complicated. For many types of nonlinear program no method of solu- 
tion is known. 
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Let us now look at some programming geometry. First, we must see 
how an inequality is represented graphically. Consider the inequality 
2X + Y <5. (This may be interpreted, e.g., as a warehouse capacity 
limitation.) In Figure 1 any point such as P on the line LL’ which 
represents the equation 2X + Y = 5 (and represents full use of ca- 
pacity) clearly satisfies the inequality. But, in addition, any point such 
as Q, R, or S which lies below and to the left of LL’ also satisfies the 


LY 


inequality because it involves values of X and Y smaller than those 
which completely use up the capacity. We note then that while a two- 
variable equation is represented by a line, a two-variable inequality is 
represented by a region. Indeed a linear two-variable inequality is rep- 
resented by drawing a straight line which divides the plane into two 
regions called “half-spaces,” one of which contains all points satisfying 
the inequality. 

Let us see what happens if, in addition, the variables must satisfy a 
second inequality, say Y + X <3 represented by the half-space to 
the left of line MM’. All of the poinis which satisfy both inequalities 
must lie below both lines MM’ and ’ .. so that we are left with the 
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region bounded by the broken line MKL’.* Further inequalities may 
bound the region from all sides—e.g., the addition of the inequalities 
X >0, Y = 0 leaves us with the shaded region in the diagram.® 

We can now represent the entire programming problem (linear and 
nonlinear) by adding to the figure a set of isoprofit (indifference) 
curves (Figure 2).*° Our objective is to pick the most profitable point 
among those representing technologically feasible output combinations, 
i.e., among all the points in region OTKU. This will be the point in 
the region which lies on whichever happens to be the most valuable 


Ficure 2 


indifference curve. It may be the point of tangency V in Figure 2 but 
it need not be. Actually, because of increasing costs or diminishing 
revenues, indifference curve 5 may represent lower profits than does 
curve c even though 3 is higher and hence represents higher levels of 
physical output than does c. The points like R and S inside the feasible 
region OTKU may be optimal. 

But in linear programming such a situation can never arise. The 


* Note that while two equations in two variables will normally leave us with only one 
possible point (the intersection of the two curves), two or more inequalities will often 
still leave us an unlimited number of points to choose from. Thus, there is nothing 
necessarily wrong with, say, a system of 5 inequalities in 3 unknowns even though we 
usually prefer to have no more equations than unknowns. 

*Nonlinear inequalities are represented similarly. Only instead of straight lines like 
LL’ the graph will involve curves. 

*Tt has been convenient here, for expository purposes, to begin with the nonlinear case 
since nonlinear indifference curves can assume the more familiar curved shape and can 
behave in the familiar manner (one-point tangents like point V). 
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profit equation in a two-variable linear program is of the form: 
Profit = 3X + 2Y. 

Thus the curve representing a $50,000 profit level, whose equation is: 
50,000 = 3X + 2Y 

will be a straight line whose slope is —3/2. Similarly the line repre- 

senting a $70,000 profit level will be higher than and of the same slope 

as the $50,000 line. The indifference curves cf a linear program will 

therefore be a series of parallel straight lines. Further, moving to 

higher and higher curves will either increase or always decrease profits.” 

It follows that the optimal point of a linear program will always lie 
on the boundary of the feasible region. The logic is simple. Any com- 
modity whose production is profitable will continue to be lucrative as 
its output expands because there will be neither diminishing returns 
to scale nor unfavorable effects on input and output prices. It will, 
therefore, always pay to expand production until some capacity limit 
is reached, i.e., until the boundary of the feasible region is attained.” 
In fact in a linear program, since the profit indifference curve is a 
straight line, an optimal point will always occur at one of the corners, 
O, T, K or U of the feasible region.** 

This leads to a fundamental theorem of linear programming: Suppose 
there are, say, 5 inequalities (capacity limitations) or equations in a 
linear program (here we do not count inequalities like X > 0); then 
an optimal solution can be found which involves no more than 5 non- 
zero values of the variables, i.e., it will pay to produce no more than 
5 products (or use no more than 5 production processes).’* Moreover 
if this optimal solution, say, involves just three products, exactly three 
facilities will be used to capacity and the other two will have unused 

* The latter will happen if both outputs are unprofitable. The reader can easily form in 
his mind a three-dimentional picture of the difference between a linear and a nonlinear 
programming problem. Visualize a graph with the values of two variables X and Y on the 
two bottom axes and with total profit recorded on the vertical axis. Then the program- 
ming problem is to find the point on the floor of the diagram which lies below the highest 
feasible point on the surface representing profit as a function of X and Y. The con- 
straints of the problem limit the values of the variables to the feasible region (the shaded 
area in Figure 1). In nonlinear programming the profit surface can be curved or, indeed, 
of any shape. In the simplest case it will be a hill with no dents and with a single peak. 
But in a linear programming problem the profit surface must be a plane and to find the 


“So also shows why an interior point like R or S (Figure 2) may be optimal in a 
nonlinear program—diminishing returns to increased specialization in any one output may 
make it unprofitable to use facilities fully. 

*If the straight line indifference curves are parallel to one of the segments of the 
feasible region’s boundary, say to TK, (Figure 2), then the entire segment including 
corners T and K will be optimal. 

* Sometimes there will be other optimal solutions but they will offer no advantage over 
the so-called “basic” (5-product) solution. See the preceding footnote. 
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capacity, i.e., in an optimal arrangement there will be exactly as many 
facilities used to capacity as there are commodities produced, 

This is really a rather surprising result. It states that a firm which 
has, say, 12 fixed factors and is producing 150 products, can maximize 
its profits by cutting its product line down to no more than 12 items! 
The result should properly be viewed with suspicion and it must be 


recognized to be a direct consequence of the linearity assumption. In - 


practice a businessman must be very careful to make sure the assump- 
tion is valid before accepting this sort of radical advice! 
We can get some idea of the rationale of the theorem from Figure 3 


sale only Y greater than zero 


only X greater 
than zero than zero 


cN OX 
Ficure 3 


where we assume there is only one capacity restriction represented by 
line CC’ and the region below and to the left of that line. At any point 
on CC’ (including points C and C’) our single limited facility (the 
warehouse?) is used right up to capacity. With the requirements X > 0, 
Y > O the feasible region is reduced to the triangle OC’C. We have just 
seen that an optimal point must occur at one of the corners O, C or C’. 
Consider each of these in turn. At either C or C’ there is just one output 
(Y or X respectively) and one facility used to capacity, while at O 
there is no output and nothing used to capacity. Thus the theorem holds 
in this case. Only where there are two facilities of limited capacity can 
a corner optimal solution occur which involves nonzero outputs of both 
commodities. 

For example, at point K in Figure 1 there are positive outputs of 
both X and Y (and both facilities are used to capacity—K lies on both 
LL’ and MM’).* 

*% A glance at Figure 2 shows that the theorem does not hold in nonlinear programming. 
Point V which is not a corner of the feasible region may be the only optimal point. Here 
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But why should this be so—why should the optimal number of prod- 
ucts equal the number of fully used facilities? Roughly the answer is 
that if only machine time is limited it will pay to produce the one item 
which yields the highest profit per machine hour. But if warehouse 
space too is really limited (if it is used to capacity) it will also be 
profitable to introduce a second item which makes good use of ware- 
house space, and so on. 

The observation that some corner of the feasible region will always 
be optimal lies behind the simplex method” of computation, for this at 
once reduces the possibilities to a finite set. The method, whose con- 
ceptual simplicity is one of those fine achievements of the human intel- 
lect, can be roughly described as follows: 

1. Find any corner of the feasible region (this is not as easy as it 
sounds—if the origin is a corner of the feasible region as in our dia- 
grams it can save a lot of trouble to start there). Suppose then we start 
at O (Figure 1). 

2. Compute the profits at point O and at the adjacent corners A and 
B.™ 

3. If one or both of the latter yield higher profits than does O, move 
to the corner which offers the greater profit per unit of output, say to B. 

4. Now repeat steps 2 and 3, only substituting point B for point O. 
Thus compute profits at K and see if they are higher than those at B, 
if so move to K; otherwise stay at B. In this way, by successive elim- 
ination we must eventually find the optimal point.** Of course, this 
sounds much easier than it is in practice. Most of the work arises in 
just locating the (adjacent) corners of the feasible region. 

More specifically, the simplex method (which, as was said before, is 
a trial-and-error iterative method) proceeds as follows: Suppose we 
begin with a trial solution involving outputs of, e.g., only items 2, 3 
and 6. That is, we wish to test whether the firm can maximize its 
profits by specializing in the production of only these three commodi- 


both commodities are produced, but only the one facility whose capacity is shown by line 
TK is used to capacity. If an interior point like R is optimal because indifference curve c 
is more profitable than is b or any other such curve in the figure, then we have an optimal 
point with two commodities produced and no facility used to capacity. 

* The name was not chosen to imply that the procedure is simple. Roughly, a simplex 
may be described as the N-dimensional analogue of a triangle. The outline of the computa- 
tions, below, indicates that the method consists in successive investigation of adjacent 
corners of such a figure. 

™ This is not quite accurate. In practice, we only compute the change in profits resulting 
from a small move in the direction of A or B. A theorem states that in a linear problem 
if such a small move is profitable, so is the move all the way to A or B. 

* We do not have to try every point for it can be shown that if no move to an adjacent 
corner increases profits we are at an optimum. If both O and K are less profitable than 
B it is not necessary to try A. 
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ties. We start with outputs of these items which are as large as the 
resource limitation inequalities permit.** To test whether we have 
chosen the best combination of commodities we must see whether it 
would be more profitable also to produce some of, say, commodity 4. 
Let the respective per unit profits of these commodities be P2, Ps, Ps 
and Ps. Then the introduction of one unit of item 4 will bring in P. 
dollars. But it will also involve an opportunity cost in that, because of 
resource limitations, in order to produce that unit of 4 we may have to 
reduce the outputs of the other commodities. Our inequalities permit a 
straightforward computation of the required reduction in the other out- 
puts. In the simplex method we make this computation. Let — AX2, 
— AX; and — AX. represent the reductions in outputs 2, 3 and 6 neces- 
sitated by the introduction of a unit of output 4. Then the net gain, Gs 
will be equal to Ps minus the opportunity cost of the introduction of 
the unit of 4: Gs = Ps — P2AX. — P;AX; — P.AXe. If Gs is positive 
it will pay to introduce output 4. 

But while the introduction of item 4 has been shown to be profitable, 
the introduction of some other item, e.g., item 1, may be even more 
remunerative. To test for this possibility we must compute G:, the 
figure showing the net gain which would result from the introduction of 
a unit of item 1. Simiarily we compute G; and every other possible G, 
the net gain figure corresponding to the introduction of any other rel- 
evant output. If, say, Gs turns out to be the largest of these figures, the 
introduction of a unit of item 5 will make the maximum per unit ad- 
dition to profit. And so the solution must be changed—the output of 
item 5 increased, and the outputs of 2, 3 and 6 reduced as required by 
resource limitations, until one of the latter (say output 3) falls to 
zero.” Resource limitations permit no further expansion of 5 since no 
negative outputs are possible. We now have another trial solution to 
our program, this one involving only outputs 2, 5 and 6, and we begin 
all over again on the computations just described. 

We may note that each trial solution found in this way is necessarily 
more profitable than the last so that we must always be coming closer 

* This can always be done by including some fictitious types of output whose sole func- 
tion is to use up excess capacities. It is perhaps easiest to think of such an output as garbage 
removal—the disposal of excess quantities of resources. If, for example, in our numerical 
program above, we insert numerical values of W, X, Y and Z which do not necessarily use 
up all available machine time so that 0.5W + 2X + 1.9¥ + 3.1Z < 32,000 we can insert 


the fictitious variable M > O which represents the quantity of machine time “thrown 
away,” and obtain 0.5W + 2X + 1.9¥ + 3.1Z + M = 32,000. M is called a slack variable. 

» This is justified only in a linear programming computation where there are no diminish- 
ing returns. In such a case, if it is profitable to substitute any of output 5 for some of 
output 3, it will be profitable to make as large a substitution of this sort as is possible. 
With nonlinearity it would pay to expand 5 and contract 3, but only up to a point where 
diminishing returns make further substitution unprofitable. 
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to our optimal solution. Moreover, since there exists only a finite num- 
ber of output combinations to be examined in this way (and since we 
know that the increasing profitability of successive trial solutions 
guarantees that we will never accidentally try the same solution twice) 
we must, after a finite number of steps, exhaust all the possibilities and 
arrive at the true optimum. We will know when we have arrived be- 
cause at that step the introduction of no other item will add to profits, 
i.e., none of the G’s will be positive. 

Note incidentally the crucial role played by this net gain figure, G. 
At each step we know that it pays to go on if and only if at least one of 
the G’s is positive. This is called the simplex criterion. 


C. The Dual Program 


To every linear program there is a closely related, sometimes some- 
what artificial, minimization problem whose mathematical significance 
is very great. Before examining its formal structure let us see what 
economic interpretation has been given this second “dual” problem. 

Let our original problem be that of chosing the most profitable com- 
bination of outputs under the limitations imposed by several scarce 
factors, and suppose an Austrian economist enters the management 
of this competitive firm and decides to see how the profits can be im- 
puted to the scarce factors which constitute the bottlenecks to output 
expansion. That is to say he wishes to decide what proportion of its 
profits the firm owes to each such scarce factor. To do this he will set up 
accounting prices for these resources which are just high enough to give 
to these factors a value equal to the total profit of the firm.” That is, 
the firm’s profits after paying their imputed values to its scarce factors 
must be zero. Moreover a similar condition must hold for each com- 
modity produced by the firm—the value of the scarce resources tied up 
in its manufacture must not fall short of the product’s profit yield. 
In programming terms, the Austrian economist wants to find prices 
for the scarce resources which minimize the total accounting cost of 
these resources to the firm, and yet involve a scarce-factor cost of 
producing a unit of each commodity which is no less than its unit profit 
yield.** The problem of finding such prices is the dual program to the 
profit maximization program. 

** As economists we would expect the accounting prices of these resources to reflect their 
marginal value products—i.e., the increase in profits which would accrue to the firm if it 
could somehow obtain another unit of such a factor. In fact this turns out to be the case— 
the prices determined by the dual program do represent the opportunity values of the 
scarce factors. 

2 Some commodities which the firm can but does not wish to produce will, as we shall 
see, yield negative profits. That is, their gross profit must be less than their opportunity 
cost in terms of scarce factors tied up in their production. 
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It must be emphasized that the zero profit condition in this problem 
is not related directly to the zero profit requirement for long-run equilib- 
rium under perfect competition. In imputation zero profit is an ac- 
counting requirement. If accounting prices are set up which do not com- 
pletely exhaust profits, these prices do not impute profits completely 
to the scarce factors which were used to obtain the outputs. The ac- 
counting prices must then be increased to eliminate these unimputed 
profits. 

The term “duality” refers to a very remarkable symmetry in the 
mathematical statement of the two problems. One involves maximiza- 
tion, the other minimization. The former involves outputs o greater 
than resources permit, the other cost no lower than the amounts neces- 
sary to allocate all profits. Suppose, moreover, the firm has two scarce 
resources and three possible outputs. The maximization problem has 
three variables, X:1, X2 and X:, the magnitudes of these outputs. The 
dual problem has the same number (three) of inequalities stating that 
the profits, Pi, P2 and Ps; of each of these outputs must be imputed 
fully to the firm’s scarce resources. Similarly, the minimization problem 
has two variables, Y: and Y2, the accounting prices of the scarce re- 
sources, and the maximization problem correspondingly has two in- 
equalities stating that resource capacities, C: and C2 must not be ex- 
ceeded. 

But the symmetry of the two problems is even more remarkable, as 
the algebraic statement of the two problems will show: 


Primal Problem Dual Problem 
Maximize profit, Minimize imputed cost, 
P = P.iX1 + P2X2 + P3X3 C=C.i¥:i+ C2¥2 
subject to resource limitations: subject to the requirement that all 
+ di2X2 + < Ci, profits are imputed: 
+ d22X2 + desX3 < C2 + = P,, 
and the requirement that no out- Gi2V; + a22V2 > P2, 
puts be negative: + > Ps, 
X1>0, X2 >0, > 0. and the requirement that no ac- 
counting prices be negative: 
Y,>0, ¥2>0. 


Here, e.g., @23 represents the amount of scarce resource 2 that is re- 
quired to produce a unit of output 3. Thus, the first inequality on the 
left states that the amount of resource 1 used on output 1 plus the 
amount used on output 2 plus the amount used on output 3 must not 
exceed Ci, the amount available of that resource. Similarly the first 
inequality on the right states that the value of the amount of resource 
1 (valued at its accounting price, Y:) used in a unit of output 1 plus 
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the value of resource 2 used in a unit of that output must be at least as 
great as P,, the net profit of a unit of this output. 

Notice the position of the a’s in the two sets of inequalities. E.g., ais 
appears on the left in the third term of the first inequality, while on the 
right it is the first term of the third inequality. Here is another duality 
symmetry. 

It is now easy to prove the following very useful theorem: Given 
any value P* of the variable P which is to be maximized and any value 
C’ of the dual variable which is to be minimized, P’ will never exceed 
C’. In the present illustrative case the reason is obvious. P is total 
profit and C is total imputed cost and we have constructed imputed cost 
so that it will never fail to eat up profit.” 

Two more remarkable theorems can also be proved: 

Duality Theorem I. The maximum value of P will equal the mini- 
mum value of C, that is, total profit from the optimal output combina- 
tion will just equal the total “optimaJ” imputed cost. 

Duality Theorem IT. If in an optimal solution, say, the second in- 
equality in one problem involves less than full use of capacity (i.e., strict 
inequality: that is the sign is < not <) then the optimal value of the 
corresponding (second) variable of the dual problem will be zero. 

What does this mean economically? In our illustrative problem 
theorem ITI has two interesting interpretations. It states that if resource 
2, say warehouse space, is optimally mot used to capacity, then Y2, the 
optimal accounting price of resource 2, is zero. That is, warehouse 
space will (as seems reasonable) be considered a free good. Actually 
this result merely suggests that the programming price imputation is 
not unreasonable. The second (dual) application of theorem II states 
that if, e.g., commodity 3 yields a unit profit less than the imputed cost 
of the resources used to produce it, then the optimal value of the cor- 
responding variable, Xs, in the dual problem will be zero, i.e., com- 
modity 3 will not be produced. This result states essentially, and 
plausibly, that scarce resources will be used only on the production of 
commodities whose profits are no less than their opportunity cost. 

* More generally, to prove the theorem, consider first the problem on the left. Multiply 
both sides of the first inequality by Y:, and those of the second inequality by Y2, and add 
the corresponding sides of both inequalities. We obtain: 

ViauXs + Vide X2 + VidisXs + + X2 + < C1¥14+ 
In the mess on the left, e.g., the term Y.a2X: represents the value of resource 1 used in 
producing X; units of output 2, so that the entire expression (call it 2 YaX) is the account- 
ing value of all resources used in producing all ouputs. 

Now multiply the first inequality in the dual program by X:, the second by X:, the 


third by Xs and add. We get 2 YaX > P,X:+ P:X:+P:X;= P. Comparing the results 
of the two additions our theorem follows at once: P < C. 

™* One of the most impressive applications of the duality theorems occurs in the theory 
of games where the profit or utility maximization calculations of the two players in a 
“zero-sum two-person game” can be formulated as a pair of dual programs. In these pro- 
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From pure mathematics with some economic interpretations we 
turn now to another field involving some economics with a mathemati- 
cal structure. 

Il. Input-Output Analysis 


Input-output analysis, for which we are indebted to Leontief [7], 
is the name given to the attempt to take account of general equilibrium 
phenomena in the empirical analysis of production. The three italicized 
elements in this statement are crucial and merit further discussion, Re- 
versing their order, I re-emphasize, first, that the analysis deals almost 
exclusively with production. Demand theory plays no role in the hard 
core of input-output analysis.”° The problem is essentially technological. 
The investigation seeks to determine what can be produced, and the 
quantity of each intermediate product which must be used up in the pro- 
duction process, given the quantities of available resources and the state 
of technology. 

The second distinctive feature of input-output analysis is its devotion 
to empirical investigation. This is primarily what distinguishes it from 
the work of Walras and later general-equilibrium theorists. A conse- 
quence of this no doubt long-overdue concern with the facts is that com- 
promises have been forced on the investigator. Input-output employs 
a model which is more severely simplified and also more narrow in the 
sense that it seeks to encompass fewer phenomena than does the usual 
general equilibrium theory. Its narrowness lies in its exclusive emphasis 
on the production side of the economy. Its oversimplifications I shall 
discuss presently. 

The third distinctive feature is its emphasis on general-equilibrium 
phenomena.” Input-output seeks to take account of the interdepend- 


grams each player determines the best odds he can use to “load” a random device which 
chooses among the strategy alternatives open to him. Duality theorem II then tells us 
that the programming calculation will attach probability zero to any strategy which 
promises to be advantageous to his opponent. Duality theorem I leads directly to what 
has been called the fundamental theorem of the zero-sum two-person game. This theorem 
states the following. Suppose one player picks a strategy pattern which sets the highest 
possible floor under his earnings, i.e., it gives him maximum protection by guaranteeing 
that he will earn at least some sum L. Suppose moreover that his opponent adopts a similar 
counterstrategy which, by symmetry, sets the lowest possible ceiling C on the first player’s 
earnings. Then the fundamental theorem states that the first player will in fact turn out 
to earn L, that his opponent will be left with —C and that C will always equal L. 

* This is strictly true only of the open model which is described here. In this model 
the final demand sector is in effect taken to be outside the production economy and final 
products are exported to consumers. There is, however, a closed model in which labor is 
treated as a produced commodity and consumption as the raw materials used up in the 
production of labor. Here at least some rudimentary demand analysis must enter to show 
how the levels of consumption demands are related to the levels of labor inputs supplied. 

* This term equilibrium is misleading here. The outputs found by this method need not 
satisfy market equilibrium conditions. The analysis qualifies for the title general equilibrium 
in that it takes account of the interdependence of the various sectors of the economy. Per- 
haps we can say, more properly, that it is general but not equilibrium. 
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ence of the production plans and activities of the many industries which 
constitute an economy. This interdependence arises out of the fact that 
each industry employs the outputs of other industries as its raw ma- 
terials. Its output, in turn, is often used by other producers as a produc- 
tive factor, sometimes by those very industries from which it obtained 
its ingredients. Steel is used to make railroad cars and railroad cars 
in turn are used to transport steel and the coal and pig iron which are 
used in its manufacture. 

The basic problem, then, is to see what can be left over for final con- 
sumption (consumer, military, etc.) and how much of each output will 
be used up in the course of the productive activities which must be 
undertaken to obtain these net outputs. It should be clear that a suc- 
cessful attack upon these problems can result in an abundance of appli- 
cations. It can be used in predicting future production requirements if 
usable demand estimates can somehow be obtained. Particularly, it can 
be used for economic planning including problems of mobilization. A 
more modest purpose which it has already succussfully begun to serve 
is the provision of a very illuminating detailed structure for national 
income accounting. 

As stated earlier, the intransigence of the empirical materials and 
the computational problems have forced on input-output analysis a 
number of simplifying assumptions even more extreme than those usu- 
ally employed in our theoretical models. Particularly noteworthy are 
two assumptions, each of which has to some extent been relaxed in prac- 
tice. One assumption, which I will not discuss, is that no two commodi- 
ties are produced jointly. Each industry produces only one homo- 
geneous output. But this restriction can be somewhat relaxed by mak- 
ing this to be a composite commodity which is made up of several items 
produced in fixed proportions. 

Perhaps more serious is a second assumption, that in any productive 
process all inputs are employed in rigidly fixed proportions and that 
the use of these inputs expands in proportion with output. This is much 
stronger than the assumption of constant returns to scale which is 
perfectly consistent with the substitution of one factor for another. A 
linear homogeneous production function can, for example, permit both 
labor-intensive and capital-intensive processes and states only that a 
tripling of the scale of either type of operation will triple output. Not 
so the Leontief system, which requires that a manufacturing process 
which is labor-intensive offer no option of a capital-intensive alterna- 
tive. Whether this assumption is relatively innocuous or does consider- 
able violence to the input-output results is still under dispute. But it 
must be emphasized that the premise is certainly never true, even in 
those cases where chemistry and engineering dictate fixed proportions 
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between some ingredient and output. As Jacob Viner has pointed out in 
conversation, there is even room for variation in the amount of gold 
used up in producing a fixed amount of gold leaf of given specifications. 
For a rise in the price of gold can lead to more careful recovery proc- 
esses being employed in the search for dust and scraps in the workroom 
(a substitution of labor for gold). Or a rise in the price of gold may 
lead to the use of less economic mining opportunities which at least 
affects the labor intensity of the output. 

Basically the input-output analysis consists in nothing more com- 
plicated than the solution of a set of NV simultaneous linear equations in 
N variables. To illustrate this let us consider a three-industry economy 
which produces coal, steel and the service of railroad transportation. 
Each of these is measured in dollar terms. Each of these industries em- 
ploys the products of the others in its manufacture, say in proportions 
shown by the following table: 


User of Output 
Steel Coal RR 
Steel 0.2 0.2 0.1 
Coal 0.4 0.1 0.3 
Producer of Input RR 0.2 0.5 0.1 
Labor 0.2 0.2 0.5 


For example, the first column of the table states that every dollar’s 
worth of steel uses in its manufacture twenty cents in steel, forty cents 
in coal, twenty cents in railroad transportation and twenty cents in 
labor. 

Suppose now that somehow there have been set consumer output 
targets of $100 million in steel, $20 million in coal and $40 million in 
railroad transportation. The question is, how much of each of these 
goods will have to be manufactured for both consumer and industrial 
use to meet the final output goals. Let S, C, and R represent the dollar 
value of this total output of steel, coal and railroad transportation, re- 
spectively. Let us first examine the demands on the steel industry: in 
addition to the 100 demanded by final consumers, there will be the 
demand for its product for internal use which (the table tells us) 
amounts to 2/10 of the total steel output or 0.2S. Similarly the railroad 
industry will require 1/10 of a dollar of steel for every dollar of its 
service, so that the total railroading demand for steel will be 0.1R, 
etc. Thus we have the following equation which states that after all 
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these industrial demands have been subtracted from the total steel 
output, S, there must be 100 units left for consumer use: 


S — 0.25 — 0.2C — 0.1R = 100 
or 
0.8S — 0.2C — 0.1R = 100. 


Similarly we have the following two equations giving the amounts of 
coal and rail transportation available for final consumption: 
—0.4S + (1 — 0.1)C — 0.3R = 20 
and 
—0.2S — 0.5C + (1 — 0.1)R = 40. 

These are three simultaneous linear equations in the three unknowns 
S, C and R. If we solve the equations for the values of these variables 
we find what we started out to seek—the total outputs of the three 
commodities needed to meet the stated consumer targets. Only one more 
step is required. We note from the input-output table that 0.2 dollars of 
labor time are consumed in the manufacture of one dollar of steel, so 
that 0.2S dollars of labor will be needed to produce the required S 
dollars of steel production. Continuing in this way we see that 0.2S + 
0.2C + 0.5R dollars worth of labor will be needed to produce the out- 
puts of the three commodities required by our program. Taking the 
price of labor to be fixed, this involves a specific requirement of labor 
man-hours. If this computed number does not exceed the available 
supply, all is well—the targets are feasible. Otherwise more modest 
targets must be substituted. That is the core of the theory of input- 
output. 

We can see now why it is so convenient to work with fixed coefficients 
of production. With variable input proportions single numbers will not 
suffice in the input-output table. Instead we would have to deduce, 
from the available statistics and engineering information, functional 
relationships between the level of output of each industry and the quan- 
tity of each input which would be required to produce it. The enormous 
statistical problems should be obvious enough. It is equally clear that 
the relevant equations would be complicated enormously. Even with the 
huge economy effected by the fixed-coefficients premise the statistical 
and computational difficulties are tremendous. We can see that the 
three first rows of our table contain nine figures, the three inputs re- 
quired by each of the three industries. Similarly a four-industry model 
would require more than 16 figures and so on. The number of required 
pieces of statistical information increases as the square of the number 
of industries considered, although in practice the work is reduced by the 
fact that many of the entries in the input-output table are zeroes be- 
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cause some industry, A, does not use as an input any of the products 
of some other industry, B. It can also be shown that the number of 
computational steps involved in solving the equations increases ap- 
proximately as the cube of the number of industries. Thus the labor 
involved in an input-output analysis rapidly becomes astronomical as 
the breakdown of industrial classifications becomes finer. A table has 
been constructed involving some 400-industries*’ but most computation 
has involved considerably fewer industries. Certainly even 400 indus- 
tries is too coarse a breakdown for most detailed planning purposes in 
an economy where the number of items produced can be considered to 
go well into the millions.”* 


III. Activity Analysis 

A. The Existence and Uniqueness Problems 

I take the term activity analysis to refer to the applications of linear 
programming methods to general equilibrium theory. The last few 
years have seen a new burst of effort devoted to this area which, at 
least until the ’30’s, had remained pretty much as it was left by Walras. 
The three outstanding developments relate to the solvability of the 
Walrasian equations, the development of general-equilibrium growth 
models and the application of general-equilibrium theory to welfare 
economics. In all three cases, two of which are discussed below, the 
main advance has consisted in the development of powerful methods 
rather than in the discovery of surprising new theorems. For this reason 
much of the discussion which follows is devoted to the description of 
mathematical arguments and analytic techniques, and its economic 
content may on first reading leave the neophite rather disappointed. 

Walras was much concerned with the solvability of his equation 
system. That is, he wanted to be sure that the system of equations he 
had set up sufficed to determine the values of his variables—the prices 
and quantities of the economy’s outputs and inputs. Some writers ap- 
proached this by counting the number of his equations and unknowns. 
They found he had the same number of equations as unknowns and 
assumed that the problem was solved. 

Unfortunately the matter is much more complicated. We usually ex- 
pect a supply and a demand equation (curve) to determine a single 


™ The fullest published report on this computation is by W. D. Evans and M. Hoffen- 
berg[5]. 

* Further theoretical work on input-output analysis has taken a number of directions— 
attempts to weaken the artificial assumptions and to establish criteria for the feasibility 
of the solution. And since the work of numerical computation in the solution of a set of 
simultaneous equations grows so complex as the number of equations increases, there 
have been attempts to find labor-saving methods. For one example see [13]. 
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equilibrium price-quantity combination but this is certainly not true 
of either of the following pairs: 


Demand: Q = 1000 — 5P Q=1000— 5P 
Supply: Q@= 900—5P 2Q2 = 2000 — 10P, 


where P is price and Q is the quantity sold. The pair of equations on 
the left has no solution (no solution exists)—any price-quantity com- 
bination which satisfies the one cannot possibly satisfy the other be- 
cause Q + 5P cannot be both 1000 and 900 at the same time. The 
trouble here is that the supply and demand curves are parallel straight 
lines and never intersect. In this case we say that the equations are “in- 
consistent” and the system is “overdetermined.*® By contrast the other 
set of equations offers us an embarrassment of riches. It is compatible 
with an infinite number of price-quantity combinations. (The solution 
is not “unique.” ) In fact since negative prices and quantities have not 
been excluded, every price can be an equilibrium price. In this case 
the difficulty is that the supply and demand curves coincide so that 
at every point of this single curve demand will equal supply. Here we 
say that the equations are not independent and the system is under- 
determined.” 

If there are scarce resources the Walrasian system may get into 
trouble in yet another way—the solution to the equations simply may 
not be feasible because the available resources do not suffice or are 
available in the wrong proportions to produce it. It may rightly be sus- 
pected that this is where programming enters in, for we are almost™ 
back at the production-with-limited-capacity problem. 

It should be made clear that an existence theorem (a theorem which 
states that some equation or set of equations possesses at least one solu- 
tion) does not tell us anything about the operation of the economy— 
rather it tells us something about the operation of the Walrasian model. 
As Dorfman, Solow and Samuelson point out [4, pp. 350-51], we know 
by observation that the market somehow determines unique prices 
and quantities. Thus the market’s “solution” always exists. An exist- 
ence analysis can serve only as a test for a general equilibrium model, 
in that, if it turns out that the model possesses no solution we will per- 
haps want to reject it on the grounds that it may therefore neither be 
very helpful analytically nor very realistic. 

* Just as it might be if we had three well-behaved equations in two unknowns. 

* As would ordinarily be the case where a system consists in one equation in two 
unknowns. 

™ But not quite—because we have not found anything to maximize. It should be re- 
called that this capacity problem also occurred in the input-output analysis where the 
— of any output target had to be checked against the available labor 
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An existence theorem is a rather esoteric idea. It assures us that a 
problem can be solved but it may tell us nothing about how to go about 
solving it. Nevertheless, it is more important even to an economist than 
it may at first appear to be. We know that a system which has passed 
the test of an existence theorem can contain no contradictory elements 
since, clearly, any contradictions within the system would make a solu- 
tion impossible. This may even have some direct economic implications. 
For example, an existence theorem for a system which postulates both 
full employment and an “ideal” allocation of resources proves that 
these two desiderata are not incompatible goals. In other words, such 
a theorem can tell us whether we are pursuing aims which involve hav- 
ing our cake and eating it. 

An existence theorem or a uniqueness theorem (a theorem which 
states that the system has no more than one solution) can have fur- 
ther economic relevance in another way. Often it will turn out that we 
can prove an existence theorem or a uniqueness theorem for a system 
only if it satisfies some special requirements. For example, we shall see 
later how such a restriction on the nature of consumer demand is used 
to prove uniqueness in a general equilibrium model. Now these require- 
ments can be highly suggestive in indicating conditions which may be 
necessary for such an equilibrium to occur in the real world. This will 
become clearer in our discussion of the uniqueness problem below. 

1. Solution of the existence problem. Existence theorems are closely 
tied in with the so-called fixed-point theorems. First let us see what is 
meant by “a fixed point.”’ Suppose we have some functional relationship 
Y = f(X) which associates different values of Y with X. Then a fixed 
point is a specific value of X, say X = X* (some number), for which 
y* = f(X*) = X*, ie., for which the value of Y is equal to the value 
of X. The reason such a value of X is called a fixed point can be made 
clear with the aid of the following illustrative table which gives Y as a 
function of X: 


These data may be given the following geometric interpretation: We 
have four markers (e.g., paper clips) on a rule, one at each X figure, 
ie., one at the 1-inch mark, one at the 2-inch mark, etc. The function 
gives us directions for moving these markers. It tells us to move the 
paper clip at the 1-inch mark to the 9-inch mark, the one at the 2-inch 
mark to the 7-inch mark, etc. Note, however, that the instructions tell 


| 
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xX 1 2 5 6 

Y 9 7 5 11 A 
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us not to move the paper clip from the 5-inch mark. That is X = 5 = Y 
is a fixed point for this function. As another example, we note that 
X = 1isa fixed point for the equation Y = 3 — 2X because for X = 1, 
Y=3-2= 1. 

But how are fixed-point theorems involved in existence proofs? The 
answer is that for a wide class of problems they are practically one and 
the same thing. Suppose, for example, we want to prove that there exists 
a root for the equation f(X) — 5 = 0. This is the same as finding a 
fixed point for the equation Y = f(X) —5+X. For if X = X* 


Price 
s’ 
Ss 
fe) Quantity Supplied 
Pg 
D’ 
Q Quantity Demanded 
Ficure 4 


(where X* is some number) is such a fixed point we have Y = X* so 
that the equation becomes X* = f(X*) — 5 + X*. Subtracting X* 
from both sides, we see that 0 = f(X*) — 5; i.e., X* must be a root of 
our original equation. More generally, we see that X* is a root of the 
equation 0 = G(X) if and only if it is a fixed point for the related func- 
tion Y = G(X) + X. 

There is another way in which we can see the relation between a 
fixed-point theorem and an existence proof, this time for the solution 
of a pair of simultaneous equations. Suppose we are, for example, try- 
ing to find a solution to the standard supply-demand problem. A clumsy 
way to go about it is to draw the demand and supply curves one above 
the other as in Figure 4. We then pick some price OP« on the Y axis 
of the demand diagram, see what quantity, OQ, buyers are willing 
to buy at this price, and then by moving vertically to the supply curve, 
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we find the price, OP;, at which sellers are willing to supply that quan- 
tity. In this way we obtain a relationship which gives supply price as 
a function of demand price, OP, = f(OPz<). If it turns out for some 
particular demand price OP* and its associated supply price, OP.* = 
f(OP«*), that we have OPa* = OP.*, it is clear that price OPa* is a 
fixed point for this function. But it is also obvious that OP.* and OP«* 
are then the equilibrium supply and demand prices. We see then that 
if the function which relates supply price to demand price has a fixed 
point there must exist a solution to the supply-demand equations. This, 


Y 

N — 

y Pp 

F 1 

45° H 
Xp N x 
Ficure 5 


as we shall see presently, is in essence an outline of the McKenzie proof 
of the existence of equilibrium in the general equilibrium system [9]. 

The proofs for fixed-point theorems are generally very deep and com- 
plex. However, there is one very simple case which is usually used as 
an illustration. This simple theorem states that in amy two-variable 
equation, Y = f(X), if f(X) is continuous (roughly, if there are no 
breaks in its graph—kinks, though, are permitted) and if Y is never 
negative and never larger than some (any prespecified) number J, the 
function will possess a fixed point. This is shown in Figure 5 which 
plots the function f(X) as FF’ between X = 0 and X = N. The graph 
also contains a 45° line through the origin, and it is clear that any 
point such as P where FF’ intersects the 45° line is a fixed point, for 
there we will have Y = X. There are two possibilities: if Y = 0 at 
X = 0 this is our fixed point. On the other hand, if Y #0 at X =0 
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so that FF’ starts out above our 45° line, it can “try to avoid” the 45° 
line by staying above it. But since, by assumption, Y can never be 
greater than NV, FF’ will be kept from rising above the upper dotted 
line and the 45° line must catch up to it and corner it at X = N if not 
sooner. 

The first proof of the existence of a solution to the Walrasian sys- 
tem was published by A. Wald in 1933 [12]. His proof was exceedingly 
difficult. Like the authors of the more recent proofs, Wald had to im- 
pose several further assumptions on the Walrasian model. Several of 
Wald’s assumptions have been considered excessively restrictive and 
economically unjustified. Since then two alternative proofs have been 
offered—one by Arrow and Debreu [2] and another by Lionel Mc- 
Kenzie [9]. Both of these involve much weaker and more plausible 
assumptions. The former (Arrow and Debreu) is more complex but it 
covers somewhat more territory than does the latter, which, like Wald’s, 
deals with the more aggregative general equilibrium model of Cassel. 

Without going into details we can now very briefly outline the Mc- 
Kenzie proof. His model contains two sets of inequalities and one set 
of demand equations. The first set of inequalities states that produc- 
tion takes place under constant returns to scale, and uses up no more 
than the physical resources which are available.** The second set of in- 
equalities states that since we are dealing with a case of perfect com- 
petition, profits will be zero. All products sell at a price which is no 
higher than the cost of production. (Processes which involve a cost 
greater than the price of the commodity will, of course, not be used). 
The problem is then to show that there exists a set of factor prices, 
commodity prices and outputs which are consistent with those resource 
limitations, profit limitations and the market demand relationships. 

We now proceed exactly as in the discussion of Figure 4 (p. 860), 
only here we must deal with many prices and quantities at once. Pick 
some arbitrary set of prices and find the quantities which the demand 
functions tell us consumers will buy at these prices. Suppose that these 
quantities are producible within the given resource limitations.** Then 
use our second set of inequalities to see what supply prices are just 
compatible with these output plans and the no-profits perfect-com- 
petition requirement. In this way we deduce a set of supply prices from 
any assumed set of demand prices exactly as we did in Figure 4. As in 
the discussion of that diagram, to show that an equilibrium price-quan- 


* These are the same as the inequalities in our illustrative linear programming model. 
Moreover, the next set of inequalities are those of the dual problem. Dorfman, Samuelson 
and Solow employ this remarkable piece of luck to simplify the McKenzie proof by 
use of duality theorem I above [4, pp. 368-74]. 

* It can be shown that at the prices which finally emerge the quantities demanded will 
indeed be feasible. Their production will require no more than the available resources. 
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tity combination exists, it is necessary to prove that the assumed de- 
mand prices and the deduced supply prices can coincide. It is here that 
we must appeal to a fixed-point theorem. It can be shown that there is 
such a theorem which applies to our problem and proves that there is 
one set of demand prices which is the same as the set of supply prices 
deduced from it. At these prices and quantities, then, the demand con- 
ditions, the production conditions (resource limitations) and the profit 
conditions are all satisfied. This, in outline, is the McKenzie proof of 
the existence theorem for a general equilibrium model. 

2. Solution of the uniqueness problem. Uniqueness is mathematically 
somewhat simpler to prove, though perhaps it is less plausible eco- 
nomically. There is really no good reason to believe that there will be 
no multiple intersections of supply and demand curves and hence a 
multiplicity of equilibrium points 4 la Marshall [8, p. 806n]. 

Further, the demand assumption which is used to prove uniqueness, 
while plausible enough for an individual consumer, is, at best, ques- 
tionable when applied to the economy. This premise, which is employed 
in the uniqueness proof, turns out to be the basic assumption in Samuel- 
son’s revealed preference analysis. Suppose that an individual buys 
a collection of commodities A rather than some other collection B which 
is also available on the market. Presumably he will have made this 
choice either because he likes A better than B or because A is cheaper 
than B.** If in fact A is more expensive than B when the consumer 
buys A then the second possibility is ruled out—our consumer must 
have bought A because he actually prefers it to B. We therefore say, 
when a consumer buys the more expensive of these two collections, that 
A has been revealed preferred to B. Suppose that a different set of 
prices could have led the consumer to change his mind and buy B. If 
his tastes do not change so that he still prefers A to B he presumably 
will not buy B when it is more expensive than A. At least this will be 
the case if his tastes are consistent, for otherwise his buying of B rather 
than A when B is the more expensive collection reveals that he also pre- 
fers B to A/ That is the basic revealed preference premise. In sum, it 
states that consumer tastes are consistent in the sense that if one set 
of prices reveals A to be preferred to B, then there exists no other set 
of prices which can reveal B to be preferred to A, i.e., which makes B 
more expensive than A and yet leads the consumer to buy B. 

Now while this is a plausible requirement for consistent consumer 
behavior it has much less intuitive appeal when applied to market de- 
mand. It may be perfectly consistent for the community to buy A 
rather than B when A is more expensive and yet buy B rather than A 


“Note that this rules out the possibility that we will want something just because it is 
expensive, e.g., cases of snob appeal or where quality is judged by price. 
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when prices change so that B is the more costly. This is because the 
price change redistributes real income among consumers whose expendi- 
tures patterns differ. Thus different consumer groups may foot the bulk 
of the bill in the two cases.** Despite these reservations, I shall proceed 
to indicate the line of reasoning which shows that the revealed prefer- 
ence premise for the market is violated if we have a multiplicity of 
equilibria. But before I can complete the argument one more pre- 
liminary theorem must be explained. This preliminary result will also 
be needed in the discussion of a later section. 

At any fixed level of input and output prices, competitive outputs will 
always tend to maximize total net profits; e.g., if there is any opportun- 
ity to increase profit by increasing some output at the expense of 
another, individual businessmen will make this switch until the op- 
portunity disappears.” But I shall argue now that this also means that 
the value of the final products (at these fixed prices) will be maximized. 

To make the argument clearer consider a simplified production ar- 
rangement in which the economy’s fixed resources are used only by the 
producers of raw materials who sell their entire product to the makers 
of finished goods. The total profits in the economy are given by: 


The profits of 1. The value of finished products 
finished-goods = 2. Minus the cost of produced raw 
producers materials 

plus 
The profits of 3. The value of produced raw materials 
raw-materials = 4. Minus the cost of the economy’s 
producers fixed resources 


But the cost to finished-goods producers of their raw materials is ex- 
actly the same as the value of the product (revenue) of the raw materials 
producers. Hence, in adding items 1 through 4 on the right above, to 
obtain a figure for the total profit of the economy, items 2 and 3 must 
cancel out. We see then that the total profit earned in the economy 
will equal the value of the output of finished products minus the cost of 
the economy’s fixed resources. 

With a given set of prices for all products and resources, what can 
businessmen do to increase the economy’s total profit? Since, by defi- 
nition, the quantities of the various fixed resources are fixed, then with 
the prices of these items given, nothing which businessmen do will affect 

* For a fuller discussion see J. R. Hicks [6, pp. 54-58]. Recently Samuelson has argued 
that the revealed preference axiom for the market and the uniqueness of the equilibrium 
which follows can plausibly be assumed of competitive economy when income is always 
redistributed by lump-sum transfers in such a way that the marginal social significance of 
a dollar to all individuals is the same, e.g., if their marginal utilities of income are equal 
and all persons are weighed equally in some social utility function [11, pp. 19-20]. 

* Of course, the assertion breaks down in the presence of external economies and dis- 
economies. 
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the cost of society’s scarce resources. Hence, anything which can be 
done to add to the total value of final output will add an equal amount 
to total profits (equals the value of final output minus the cost of fixed 
resources). It follows that businessmen will have maximized the total 
profits of the economy if, and only if, they have maximized the total 
value of finished products. And, as we saw at the beginning of the dis- 
cussion, with any set of given prices the maximization of total profit 
may be expected in competitive equilibrium. Therefore, competitive 
equilibrium will involve maximization of the total value of all finished 
commodities produced in the economy. 

We are now only one step from the end of the uniqueness argument. 
Suppose, on the contrary, that equilibrium is not unique—that there 
are two alternative equilibrium output combinations A and B, each 
with its own equilibrium prices. We have just seen that, at the prices 
which lead to the manufacture of A, the value of final outputs will be 
maximized, i.e., A will be at least as expensive as B. Similarly, at the 
prices at which B is produced, B will be at least as expensive as A. But 
if A and B are competitive equilibria, demand must match supply, that 
is, A must be demanded in the first situation (when it is most expen- 
sive) and B must be demanded in the second (when it is the most 
costly). A is then revealed preferred to B and vice versa. This clearly 
violates the revealed preference assumption for the market, so that if 
that assumption is to hold, there cannot be two equilibrium outputs, 
A and B. The equilibrium output must be unique. 


B. Activity Analysis and Welfare Economics 


General equilibrium theory has been useful to economists not pri- 
marily as a source of theorems, but rather in providing them with a 
frame of reference, one which is indispensable if many pitfalls of par- 
tial analysis are to be avoided. A notable exception is to be found in 
welfare economics in which the fundamental problem of the allocation 
of society’s resources among the different outputs is by definition a 
problem in general equilibrium analysis. Doubtless the best known 
theorem of elementary welfare analysis asserts that a long-run per- 
fectly competitive equilibrium will yield an optimal allocation of re- 
sources. Not only is the theorem elementary and well known—it is also, 
strictly speaking, untrue, or rather true only under some rather restric- 
tive assumptions.*” 

In recent years there has been much work devoted to the develop- 
ment of an alternative activity-analysis proof of this theorem. It may 
well be asked why this has been thought to be necessary. For one thing 


"This is not the place to go into the details which have so often been discussed. See 
eg. my Welfare Economics and the Theory of the State (3, ch. 6]. 
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activity analysis has made no attempt to dispute the restricted validity 
of the result. In fact no way has even been found to apply the methods 
of activity analysis to external economies and the related problems 
which are incompatible with the optimality of perfect competitive 
equilibrium. Rather, the new approach has been helpful in another way. 
The standard welfare economics deals only with commodities which 
are actually bought in the market and not with those which are free 
goods or for which no customers can be found at a profitable price. For 
old-fashioned welfare theory leans heavily on the marginal conditions of 
equilibrium, e.g., the condition of equality of price ratios to the marginal 
rates of substitution. But these conditions need not hold for free or un- 
salable goods. In old-fashioned terms, if each consumer chooses not to 
buy a commodity the marginal utility of that item may well be /ess than 
its price (note the inequality again). Moreover the cost of production of 
such an unsalable good must be greater than its price. For free goods 
the ratio of prices is not even defined. It follows that the standard 
theorem of welfare economics must be restated to read that (where the 
theorem is valid) a competitive economy will allocate resources opti- 
mally among commodities which are salable without loss and which are 
not free. But which commodities will these be? We cannot assume we 
know the answer in advance, for the answer is an economic question of 
costs of production and demand patterns. Moreover, though our intui- 
tion may tell us that this is so, we must prove rigorously that there can 
be no preferable allocation of resources to free or unsalable goods.** 
Old-fashioned welfare theory, by taking marginal utility to equal 
price, may end up requiring negative consumption of an unwanted com- 
modity since even with zero consumption its marginal utility may turn 
out to be less than its price. Similarly, it cannot preclude the economic 
absurdity of negative prices for “free goods.” But since activity analy- 
sis can cope with inequalities, it can specify that (a) prices and quanti- 
ties exchanged must all be greater than or equal to zero, (b) the aver- 
age cost of production must be equal to price for all items which are 
produced, and greater than the price at which any item that no one 
considers worth producing can be sold, and (c) production must not ex- 
ceed the levels made possible by the available resources of society. Sub- 
ject to these and the limitations of competition, businessmen and con- 
sumers are then taken to do the best they can for themselves. Marginal 
equalities and inequalities do not even make an explicit appearance. 
Before outlining the proof of the theorem, let us first recall two inter- 


*Pigou long ago pointed out that the production of some competitively unprofitable 
items can conceivably yield a considerable addition to consumer’s surplus. See [10, pp. 283, 
810-11]. However, Pigou’s case requires decreasing costs and these cannot be handled by 
the activity analysis approach as developed to date. 
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related concepts. A productive arrangement is called “efficient” if any 
alternative productive arrangement which increases the output of some 
commodity must also involve a decrease in the output of some other 
commodity. The motivation of the definition is obvious. Any productive 
arrangement which is not efficient in this sense requires that the econ- 
omy forgo the opportunity to get something for nothing—the oppor- 
tunity to increase the output of some item, X, without giving anything 
up in exchange. Related is the concept of “Pareto optimality.” A situa- 
ticn is said to be Pareto-optimal when it is impossible to effect a change 
which benefits some individual without any deleterious effects on some- 
one else. Efficiency is then a purely technological concept while Pareto 
optimality is the corresponding concept for individuals as consumers 
and in their other economic roles. 
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I shall now indicate how activity analysis can be used to prove that 
every competitive equilibrium is technologically efficient and that every 
efficient output combination is a competitive equilibrium, i.e., for each 
efficient point there can be found a set of prices which would under per- 
fect competition produce the efficient output combination in question. 
This part of the theorem amounts essentially to the standard result that 
a competitive output can occur at any point on the production-possibil- 
ity locus (transformation surface) and can occur only at such a point. 
For the production-possibility locus is the locus of all efficient points. 
In Figure 6 we see that a point like A which lies inside the transforma- 
tion locus TT’ represents an inefficient combination of output X and Y 
because it is possible to move to an efficient point like B which lies on 
TT’ northeast of A, so that B involves greater outputs of both com- 
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modities. C is also efficient,** but note that activity analysis has not 
settled whether it is or is not more desirable socially than is A. 

How do we know that a competitive output is technologically effi- 
cient? The answer is simple. With fixed prices, an inefficient output 
cannot involve a maximum money value of output. For we can increase 
the output of, say, X without decreasing that of any other commodity 
and end up with an output combination whose money value is obviously 
increased. Thus, with fixed prices, the money value of E in Figure 6 
is clearly higher than that of A. But we have seen earlier that a com- 


x 
Ficure 7 


petitive equilibrium necessarily involves a maximum value of output 
when valued at the equilibrium prices. Hence, no competitive equilib- 
rium can be inefficient. 

More difficult is the proof of the converse, which states that every 
efficient output combination is a competitive output. However, the 
method of proof is interesting in and of itself. This employs an “intui- 
tively obvious” mathematical theorem whose proof is, in fact, rather 
difficult. The theorem states that, given an (N-dimensional) convex 
geometric figure (convex set) and any point R on the boundary of or 
outside this figure, it is always possible to draw at least one line (N- 

* We see then that there will usually be many efficient output combinations, which are 
represented by the points that make up the transformation locus. Moreover, the locus can 
be found with the aid of programming techniques. The trick is to choose any output of X, 
say OX, and find the maximum output of Y permitted by the resources left over from the 
production of that quantity of X. This is clearly a programming computation, and it will 
show that OY, is the maximum amount of Y then producible. In this way point C on the 


transformation curve will have been located, and by starting with other values of X 
other points on 77” can be found in the same way. 
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dimensional hyperplane) through R in such a way that the convex fig- 
ure lies entirely on one side of this line. Thus in Figure 7 the shaded 
region is convex. Through points A, B and C on its boundary, and point 
D outside the figure, lines have been drawn which have the required 
property. Such a line through a boundary point like A, B or C is called 
a “supporting line” (plane) of the convex set. We saw above that a line 
divides the plane into two “half-planes” (half-spaces) and in each 
case the shaded figure lies entirely within one of the half-spaces pro- 
duced by the lines in the figure. Note that supporting lines represent a 


Ficure 8 


generalization of the concept of tangency to cover the case where 
the boundary curve has a kink (e.g., at point B—note that there are 
many supporting hyperplanes at such points). By contrast, in Figure 
8 the shaded region is not entirely convex and we see that any line 
through point EZ must intersect the shaded figure. 

Consider now one of the supporting lines of the convex set, e.g., line 
LL’ through point A in Figure 7. Since the convex set lies entirely on one 
side of such a line, then (if the line is not vertical) either no portion of 
the convex set will lie above this line or no part of the set will lie below 
this line. Suppose the convex set does not lie above the supporting line 
in question (as is the case with LL’). Then any point of the set (e.g., 
point P) must lie on or below LL’, and any line parallel to LL’ which 
goes through a point in the convex set (e.g., line MM’ through point P) 
must either coincide with LL’ or lie entirely below it. In other words, 
such a supporting line must be the highest of all the lines which are 
parallel to it and which meet the convex set at any point. We shall em- 
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ploy this result by interpreting the family of lines parallel to our sup- 
porting line as a set of price lines which, as usual, involve price ratios 
that are given by the (constant) slope of these lines. Then the italicized 
result may be translated to read as follows: If only output combina- 
tions which are represented by points within the convex region are at- 
tainable, the highest attainable price line goes through A, the point of 
tangency with the convex region. Of course, this final statement sounds 
at least vaguely familiar. 

Now to get back to our theorem that every technologically efficient 
point is a competitive equilibrium. We note first that the set of points 
representing all the feasible outputs in a linear program must form a 
convex geometric figure.*° Suppose now that some output is efficient. 
We have seen that the point P which represents this output combina- 
tion must lie on the upper boundary of the feasible region (Figure 6). 
Moreover, we know that through every such point there passes (at 
least) one supporting line. This line can be interpreted as a price line 
giving the value of the output through P and its slope can be taken to 
represent the ratio of the prices of X and Y. In other words for any 
efficient point there will always exist relative prices at which the effi- 
cient point maximizes the value of output.** 

With these prices, moreover, businessmen under pure competition 
will (in the absence of external economies and diseconomies) be moti- 
vated to produce the technologically efficient output in question; for, 
as we have argued, it will pay them to maximize the value of output. 
Thus any such efficient output combination is a competitive output 


“ Mathematically convexity is defined as follows: A straight line connecting any two 
points in a convex region must lie entirely in that region. Thus the straight line connecting 
points A and C in Figure 7 will lie entirely within the shaded region. But the line con- 
necting points G and F in Figure 8 must leave the shaded region which is therefore not 
convex. To prove that the set of feasible outputs is convex, suppose that A and C are 
feasible outputs. Convexity then follows if it can be shown that any point, H, on the 
straight line connecting A and C is also feasible. But H can be attained by a suitable 
scaling down of the activities at A and C, eg., if H is the midpoint of line AC it repre- 
sents half the outputs and inputs at A plus half the outputs and inputs at C. Since the 
production function involves constant returns to scale this must involve 34 the resources 
used at A plus %4 the resources used at C. Since both of these are feasible outputs they 
must each use no more than the available amount, R;, of any resource i. It follows that 
H will use no more than % R;+ % Ri, that is, production of H will require no more 
than R;, the amount of resource i available, so that by definition, H will also be feasible. 

“The economic interpretation requires that the price line have a negative slope. But 
we can show that at an efficient point the slope of the price line must be negative. For 
we know that if all prices are positive the slope of a price line will be negative. (Indeed 
this is why we want the price line to have a negative slope.) But suppose the contrary, 
that one of the “prices” deduced from the supporting price line is negative. We can then 
increase the value of output by reducing the production of the item whose price is nega- 
tive, ie., we can increase the value of output by leaving the efficient point, contrary to 
what has just been shown. i.e. that the value of the efficient output with this price line 
will be a maximum. 
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combination: at some set of prices competitive businessmen will pro- 


duce it. 

This, then proves the theorem about the efficiency of competitive 
equilibrium. There is some similarity between this proof and the proof 
of the Pareto optimality theorem which will not be described in detail. 
Clearly the latter theorem must take into consideration consumer de- 
mands and this involves a number of complications. In effect, what we 
want to prove is that every competitive equilibrium involves tangency 
between the transformation locus and some sort of consumer’s commun- 
ity indifference curve, and that any such point of tangency is a competi- 
tive equilibrium. For then society will have attained the highest state 


Outputs Preferred to 
-'. or Indifferent with output 
-.*.combination R 


FicurE 9 


of welfare compatible with the available production possibilities. The 
tangency can be assured by the tangency of both the transformation 
curve and the community indifference curve with the same price line.* 

Here too we have a theorem on convex sets which comes to our 
assistance. The theorem states that if two convex sets meet only at 
boundary points there will be at least one line such that one convex set 
lies in one of the half-spaces generated by the line and the other convex 
set lies in the line’s other half-space. 

Consider all output combinations above and to the right of some in- 
difference curve, i.e., all the points which involve outputs that are pre- 
ferred to or indifferent with the outputs at some point, R, on the in- 
difference curve QQ’ (Figure 9). Such a preferred point is defined in 
the Pareto sense as one that involves an output combination which can 


“See Baumol [3, pp. 26-34] for details of the standard form of the argument. 
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make some consumers better off than they were at R, without hurting 
anyone. It can be argued that the set of points preferred to or indiffer- 
ent with R (shaded region in Figure 9) is convex. The set of feasible 
output points (the points in region OTT’ which lie on or beneath the 
transformation curve, TT’) also constitutes a convex set, as we have 
seen. There will thus be a line, PP’ which separates these two regions. 
If, in addition, point R lies on the transformation locus, PP’ will be a 
supporting line for both sets and R will be a feasible efficient point 
which lies on the highest possible indifference curve. 


IV. Concluding Remarks 


What then are we to make of all this? The reader who has struggled 
through these many pages may well feel that he has really learned re- 
markably little about the operation of an economy. Programming is 
mathematics, not economics. Input-output is a noteworthy exception 
—it has given the profession a number of very interesting insights, but 
these arise primarily out of its empirical findings, not out of its theory, 
and so they are not reported here. The most heroic accomplishments 
discussed in this article—the existence theorems—are mainly reassur- 
ing. It is nice to know that someone somewhere has shown that our 
model does indeed have a solution. But again such theorems tell us 
little about the behavior of firms, consumers, national income and terms 
of trade, which are after all what we are in business to discover. The 
becoming modesty of some of the writings on existence and uniqueness 
is commendable but not comforting to the economist reader who won- 
ders whether his time is well spent. 

The welfare economics results are only a little different in this respect. 
The theorems are no doubt of very considerable interest and impor- 
tance to the economist. But, we had these theorems before. Essentially, 
activity analysis has only assured us that one potential source of dif- 
ficulty really does not cause trouble. But it has plugged this loophole 
only at great expense—by ruling out increasing returns to scale, ex- 
ternal economies and a host of related and important matters. Again, 
the reader may feel that, though it is well to have had someone go 
through the excercise of checking up on this point, for himself it is a 
matter of business as usual during minor alterations. 

Yet such doubts as these can lead the reader to miss the very real 
importance of what has been accomplished by activity analysis. It is 
truly a revolution and a very profound revolution at that. But the up- 
heaval is a matter of methodology rather than content. I myself believe 
that theory should consist primarily in a body of generalized method- 
ology plus a set of special models each constructed to deal with special 
problems as the need arises. The theory as presented is low in eco- 
nomic content only because the specific problems have not been pre- 
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sented. So long as theorists primarily seek quasi-eternal verities and 
more general generalizations it is not only activity analysis whose con- 
tent will continue to be low. 

The economist who turns to the opposite extreme of (applied) prob- 
lem-solving must be impressed at the contribution of activity analysis. 
In my own consulting work, in case after case, these methods take one 
to the heart of the problem. In deciding how many products a firm 
should sell, which warehouses it should use, or which markets do not 
merit cultivation, a crucial part of the answer is, after all, which activi- 
ties shall not be used at all. Here, as we have seen, the marginal equali- 
ties break down and must be replaced by inequalities. I can easily go 
on adding illustrations from this sort of “horribly applied” work, as one 
of my friends once facetiously called it. Suffice it to say that while ac- 
tivity analysis may have contributed little to our understanding of the 
economy “in general,” it is no different from some other bodies of eco- 
nomic theory in this respect. And in what, to me, is the crucial test, the 
ability to help find the answer to concrete, well defined, specific (but 
not necessarily applied) questions, the approach has not been found 
wanting. 
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CONSUMER INVESTMENT EXPENDITURES 


By James N. Morcan* 


Data from ten annual Surveys of Consumer Finances are utilized in 
an investigation of consumer expenditures on cars, durable goods, and 
additions and repairs to houses, here called “consumer investment ex- 
penditures.” A brief summary of findings follows: 

1. Unlike any other known country or period, postwar America 
shows a relatively constant proportion of income after taxes spent on 
consumer investment items at all income levels, except for the very low- 
est (under $1,000) and the very highest (over $7,500). If the category 
also included purchases of homes, fur coats, motor boats, and summer 
cottages, the proportion probably would not decline even at high in- 
comes. This makes consumer investments a curious type of expenditure, 
neither necessity nor luxury, though perhaps closer to the former. 

2. Demographic factors prove important in explaining cross-section 
differences, so much so that they may even be useful in middle-range 
predictions. Dates of birth and marriage seem particularly important. 

3. The proportion of income spent on consumer investments varies 
over time, probably in response to major events and to changes in con- 
sumer attitudes. 

4. With respect to changes in income, consumer investment expendi- 
tures appear to be sticky downward and flexible upward. Resistance to 
a decrease in such expenditures is particularly strong among those re- 
ently married, as is willingness to expend an even larger proportion of 
an increased income. 

5. There was some evidence of a positive effect of beginning-of-the- 
year liquid asset holdings on consumer investment expenditures for the 
years 1947-1950, but some evidence that the effect has since become 
smaller and perhaps even reversed. If consumers alternated between 
liquid saving and investing in durables from year to year, there would 
be a correlation between liquid assets at the beginning of the year and 

*The author, professor of economics and program director, Survey Research Center, 
University of Michigan, is greatly indebted to the Horace H. Rackham School of Graduate 
Studies, University of Michigan, for providing the funds necessary for the analysis which 
follows; to the Center for Advanced Study in the Behavioral Sciences, Stanford, California 
for providing peace and quiet in which the results could be analyzed and written down; 


and to the Federal Reserve Board which sponsors the Surveys of Consumer Finances and 
makes the data available for such analyses as this one. 
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consumer investment expenditures during the year, even though the 
liquid assets did not cause the spending. At any point in time those in a 
sample who had substantial liquid assets would be those who were at 
the point in their individual saving-purchase cycle where they were 
ready to purchase again. 

6. After the effect of the major demographic variables on consumer 
investment expenditures have been eliminated, some attitudes ex- 
pressed at the beginning of a year appear to be related to subsequent 
levels of expenditure during the year. 

7. Willingness to use credit does not seem to be associated with the 
level of consumer investment expenditures. 


I. The Present State of Research and Theory 


In the growing body of theory and empirical research on consumer 
saving, the treatment of consumer durables has been a major source of 
difficulty. Raymond Goldsmith and Milton Friedman, for somewhat 
different reasons, both prefer to include investments in durables in sav- 


‘ing, and their depreciation in consumption [9] [10]. Earlier investi- 


gations by Lawrence Klein excluded expenditures on durables from 
saving [19], and those by the author included them. A joint article 
indicated some of the differences in results depending on the definitions 
used [21]. Empirical work by Modigliani-Brumberg, Milton Friedman, 
Malcolm Fisher, and others directed at the permanent income hypoth- 
esis has sometimes treated durables one way, sometimes another, de- 
pending ou the preferences of the author or the availability of data 
[8] [9] [29]. Most other empirical work on saving or the consumption 
function has excluded investments in durables from saving and put 
them in consumption, and most of the available data on cross-section or 
aggregate saving follow the same course. 

Yet, examination of both cross-section and aggregate time-series data 
will reveal that consumer investments in durables behave neither like 
consumption nor like saving. Indeed, they are an extremely important 
and volatile kind of expenditure worthy of separate study [27]. The 
well-known fact, documented again by our findings, that expenditures 
on durables are highly (negatively) correlated with age, means that in 
cross-section studies where age is used as an important variable for 
other theoretical reasons, the inclusion or exclusion of durables expen- 
diture in “saving” will dramatically change the results [21]. 

In the recession of 1957-58 there was abundant evidence of the fact 
that the decline in consumer spending had been primarily in the dura- 
bles. George Katona and Ruth Mack had pointed out long before that 
durables are frequently purchased as soon as income increases, in ex- 
pectation of a new higher level of living [13] [15] [26]. Finally, rein- 
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terview studies indicated a high degree of substitutability (competi- 
tion) between expenditures on durables and liquid saving [19, p. 77]. 
Indeed, recent studies of consumer attitudes and plans have generally 
used some measure of expenditure on durables as the test indicator of 
the level of discretionary spending [16] [17] [12]. 

We are led, then, to consider the consumer’s use of his income as in- 
volving more than the two categories, consumption and saving. If it 
were possible, we might like to separate both spending and saving into 
fixed and discretionary components, but lacking evidence on how to 
make such a classification, we can at least consider separately consump- 
tion, saving (in liquid assets or monetary investments), and invest- 
ments in physical assets. This has the double advantage of dealing sep- 
arately with the third component which is neither saving nor consump- 
tion from the consumer’s point of view. If these consumer investment 
expenditures are the prime competitor for what funds remain after the 
down-the-drain living expenses are met, and if most direct saving is 
contractual and semicompulsory (annuities, life insurance, mortgage 
payments), then it may well be the fluctuations in consumer invest- 
ments that primarily determine short-run changes in consumer saving. 
The decisions of consumers, in other words, may be about these invest- 
ment expenditures rather than about either regular consumption expen- 
ditures, or about liquid saving which is then a “residual.” A subsidiary 
reason for analyzing these items of consumer expenditure is that they 
represent large items, important and interesting to consumers, and 
hence easy to remember and probably reported with more accuracy 
than most expenditures. The survey data on them are probably consid- 
erably more accurate than those on saving. 

The study reported here is one of consumer investment expenditures 
defined as expenditures on household appliances, additions and repairs 
to homes, and purchases of automobiles (net of trade-ins). Data from 
seven Surveys of Consumer Finances on expenditures during the years 
1947-1953 were used in the main analysis [22] [36]. Even after the 
exclusion of farmers and some other unusual groups this left some 16,000 
cases. Later data were added to some tables for 1954, 1955 and 1956 as 
they became available.’ 

* There have been other studies of consumer expenditure on durables or on some particu- 
lar durable. The aggregate studies have of course been limited to the use of a limited num- 
ber of explanatory variables and will not be cited here. A few studies have combined time 
series and cross-section data in ingenious ways [6] [25] [28]. A number of analyses have 
been made of cross-section survey data where more flexibility of analysis is possible, and 
one uses state data in a cross-section analysis [35] [7] [19] [20] [28]. Little or nothing is 
said in most consumer economics texts about these investment items, and in many con- 
sumer expenditure studies they are divided and mixed with other expenditures in categories 
such as “transportation,” “housing,” and “household equipment.” 
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II. Definition of Consumer Investment 


Most previous studies have been devoted to expenditures on cars, or 
on cars and durables, or on household equipment alone. We chose to 
combine all these plus additions and repairs to houses. The reason was 
that they all represent consumer expenditures which are postponable, 
suitable for financing on the instalment plan, widely variable as to 
amounts that can be spent, perhaps status-involved, and certainly sub- 
ject to rapid style-change. If they are highly substitutable in the con- 
sumer’s mind, then it is better to analyze them together. They also rep- 
resent commitments to a future way of life, to a level of consumption 
through depreciation (25 per cent per year on the value of the car), 
hence should respond to changes in one’s long-range outlook. Of course, 
we are using the term “investment” in a gross sense, not net of depre- 
ciation, and in a somewhat loose way. Some small fraction of home re- 
pairs will last less than a year and should not be considered investment 
at all. However much one might want to distinguish between durables 
and additions it is difficult in practice. A window fan is a durable, an 
attic fan an addition. A dishwasher is a durable if it is movable. 

An additional (statistical) reason for using this definition of invest- 
ment was that our data deal with expenditures over a one-year period. 
In any one year, less than a fourth of all spending units buy a car, less 
than a tenth buy a new car, two-fifths buy some durable as defined in 
the Surveys of Consumer Finances (furniture or large household appli- 
ances). Three-fifths of urban home owners and one-fifth of nonowners 
spend money on additions or repairs. It is difficult to analyze data com- 
posed of some expenditures and a large number of zeros—the means are 
unstable, the distributions bimodal. One could, by using reinterviews 
or by relying more on respondents’ memory, use expenditures over 
longer periods, but no large representative samples of either sort are 
available. 

We did not include the purchase of a home for a similar practical 
reason: only 4 to 5 per cent of spending units make such expenditures 
in any one year, and these expenditures are so large that they would 
have made means or relations unstable. Also, we did not have the data 
necessary to deduct proceeds from the sale of a previous home to get 
net expenditures on homes. While payments on mortgage principal in- 
crease equity in a home, they do not involve an active decision and 
should not be included here. 

While there were some minor differences in the successive surveys as 
to whether trade-ins on appliances were deducted, or net outlays on sec- 
ond or third cars included where people purchased and kept more than 
one car during the year, the methods of collecting and handling the 
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data were remarkably uniform over this ten-year period. The most im- 
portant change came in 1953 when a revised income schedule increased 
efficiency in securing information about secondary earners, and hence 
increased estimates of income of some families. This results, of course, 
in what appears to be a slight drop in the proportion spent on consumer 
investment items. There were some changes in the list of actual appli- 
ances mentioned in the question, and this affected the reporting of pur- 
chases, and in one year borrowed funds used for additions and repairs 
were excluded. 


III. Dependent Variable and Procedure 


The dependent variable for the analysis was the proportion of dis- 
posable income (money income after estimated federal income taxes) 
spent on consumer investment items as defined above. 

Why not a several-stage analysis first to “predict” whether or not 
one or several types of expenditures would be made, and then to pre- 
dict how much would be spent? This has been done recently by Lan- 
sing, Kreinin and Maynes in analyzing debt [23]. The two-stage analy- 
sis has some advantages, particularly where some people consistently 
remain uninvolved (some people never borrow). We felt that the added 
complexity was not worth while here, and that whether or not a person 
made consumer investment expenditures in any one year was primarily 
a matter of the particular year (random), i.e., that those who spent 
nothing would be a curious mixture of a few people who never buy any- 
thing with those who merely happened to buy nothing that year. Most 
of the analysis is concerned with subgroup means. This is not merely a 
matter of convenience. We want to analyze peoples’ normal expenditure 
levels, not those of a single year. 

If there is a negative serial correlation over time for an individual’s 
expenditures on these large lasting items of expenditure, i.e., years of 
spending alternating with years of repaying debts or rebuilding asset 
balances, then a homogeneous subgroup of people reporting one-year 
expenditures can be considered as made up of people at various stages in 
this time sequence, and the group means would be more stable than 
could be accounted for by the mere averaging process. Since clustering 
in the sample produces some opposite effects, it is difficult to demon- 
strate this effect. It would mean, however, that estimates of error vari- 
ance based on individual cases would exaggerate the true errors of 
group means, and this might explain some of the low correlations one 
obtains using individual cases. 

If we want to analyze consumer investment, and particularly to see 
what dynamic forces would tend to change it, we must recognize that 
in any sample of people, many of the differences in expenditures are 
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the simple result of differences in their situations (age, home owner- 
ship, etc.) and these constitute “nuisance variables” from the point of 
view of our final goal of investigating more dynamic factors. They are 
not uninteresting in themselves, however, and some of them change 
over time for the population as a whole so that they are useful in mak- 
ing longer-run predictions. In order to develop methods of eliminating 
these situational variables, we needed a large body of data, hence we 
took our data from seven Surveys of Consumer Finances, A subsidiary 
reason for taking seven years was the possibility of analyzing detailed 
changes over time for subgroups in the sample, after taking account of 
changes in the situational variables. 

Why not expenditures rather than the expenditure-income ratio? 
After all, it is the aggregate dollar expenditure that is crucial in na- 
tional income analysis. There were several reasons: 

1. There were some price and income changes during the period, and 
using a ratio removes the effect of these scale shifts, in so far as prices 
and incomes move together. 

2. Consumer investment expenditures are remarkably linear with re- 
spect to income, and almost homogeneous (through the origin) varying 
from 8 to 10 per cent of income. This was not true in the United States 
before the war, nor is it true in England where durables are still a lux- 
ury; but in America these expenditures are now apparently a sort of 
“expansible necessity.” They have Engel curves somewhere between 
necessities like food which show declining proportions, and luxuries like 
recreation, travel and education which take increasing proportions of 
income. This means that most of the income effect can be taken care of 
by simply using the ratio. The importance of income is obvious, but our 
goal was to see what else was important in explaining this type of 
expenditure. If income could do it all, even though it were partly a 
proxy variable for other things like age or education, we should be less 
concerned with these other effects. 

3. In so far as heterogeneity of variance should be a statistical prob- 
lem (high-income people having more variability in their expenditures) , 
using the ratio would tend to reduce the heterogeneity. Of course 
neither the amounts nor the ratios are normally distributed, since there 
are always a cluster of people with no expenditure (zeros) and a few 
with large amounts and large proportions of income. However, means 
of subgroups rapidly approach normality as the number of cases in 
each group increases. 

Exclusions. We eliminated other sources of instability or heterogene- 
ity as follows: (1) Those with incomes over $100,000, expenditures 
over $10,000, or who spent more than 200 per cent of their income 
on consumer investments (1-3 per cent of the sample each year). 
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(2) Those for whom some component of expenditure was not ascertained 
(1-5% per cent of spending units). (3) Related secondary spending 
units and a few primary units who neither owned a home nor rented, 
e.g., domestic servants, etc. (12.4-17.3 per cent of sample). The sec- 
ondaries are mostly children living with parents or older parents living 
with their children, yet with enough income to maintain some auton- 
omy. They use the primary’s household equipment, and in editing ques- 
tionnaires, aren’t “allowed” to make additions and repairs. (4) Farm 
operators not already excluded (7-13 per cent of units), because of 
their entrepreneurial nature (a farmer’s car is often used as a truck) 
and the fact that additions and repairs are often to farm buildings, 
particularly in early surveys when they were included in order to esti- 
mate saving. (5) Unrelated secondary spending units (roomers and 
boarders) (3 per cent). This leaves two-thirds of the population of 
spending units, who accounted for 70-80 per cent of aggregate con- 
sumer investment expenditures. 


Income Linearity 


Preliminary investigations seemed to show that the linearity in in- 
come was not quite perfect, that there was some humping in the middle- 
income ranges. One might think this was the result of upwardly mobile 
people trying to acquire status goods, i.e., a genuine nonlinear income 
effect. It turned out, however, that the humping was caused by people 
in the early stages of family life (young married people). To preserve 
the mobility hypothesis, one would have to assume that all young mar- 
ried people, and only they, are upwardly mobile. Once we took account 
of differences between families at various stages in the life cycle, the 
relationship of income to consumer investment expenditures became 
even more nearly linear and homogeneous. 

Hence, we used proportions of disposable income spent on consumer 
investments for 16,000 spending units for the years 1947-1953. Our 
major purpose was to look at the effects of such dynamic variables as 
income changes, and attitudes and expectations. In order to do this, 
however, we had to take account of some situational variables as well 
as income levels. There were good reasons to expect that home owner- 
ship and stage in the family life cycle would be crucial. Renters do not 
pay for very many of the additions and repairs to their homes, and not 
for all the durables in them. They also tend to have less space and per- 
haps to be less interested in their homes than owners. Hence they may 
well spend less even on the furniture and appliances which they fur- 
nish themselves. 

The stage of the family life cycle has an obvious importance for con- 
sumer investment expenditures. Each family that is formed has to accu- 
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mulate a car and a set of household goods, and if possible they tend to 
buy new ones rather than accept hand-me-downs. Previous data had 
already indicated the importance of this variable [24] [30]. Further- 
more, since the possible accumulations of durables by renters are limited, 
there was reason to believe that there would be different life-cycle pat- 
terns for home owners and renters. 


IV. Consumer Investment Related to Family Status, 
Home Ownership and Income 


Table 1 shows for each of ten years the proportions of income spent 
on consumer investment items by people with different situations as to 
housing, labor-force participation, and stage of the family life cycle. 


TABLE 2.—AVERAGE PERCENTAGE OF DisPOSABLE INCOME SPENT ON CONSUMER 
INVESTMENTS BY Home OWNERSHIP AND Famity Status, 1947-1953 


55 or 55 or Over| NA on 
| Marital Status 18-34]35-44 | 45-54] Over 
Retired | Status 
Single 17 18 | 
16 
Home Owners |) married, no children | 23 | 18 | 18 | 16 - 
Married, children is | 17 | 16 | 16 
(Single 
Renters Married, nochildren | 17 | 12 | 9 | 7 | 13 
Married, children 1 | 1 | 8] 8 


Source: Table 1, 1947-53 data, 16,000 cases. 


The differences are wide and persistent in spite of some year-to- 
year fluctuations. The differences hardly need a test of significance, and 
tests would be inappropriate, since this table represents the result of a 
search for the most important demographic variables related to con- 
sumer investment expenditures. Clearly, the effects of these variables 
must be removed or somehow taken into account in looking for the ef- 
fects of other more dynamic variables, if one is to avoid finding spur- 
ious correlations, or failing to find real ones. 

Apart from our purposes, a number of other useful things can be 
done with these tables. One could use them to project the impact of 
demographic changes in the age or home-ownership patterns of the 
population. If one is interested in consumer credit or consumer budgets, 
one notes that the substantial proportion of income that goes to lumpy 
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TABLE 3.—AVERAGE DEVIATION FROM “NorMAL” ExPENDITURE-INCOME RatTi0s, BY INCOME AND YEAR 
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1 Nonfarm primary units only, renters and owners combined. For “normal” see Table 2. 


2 Added later. 
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and difficult-to-plan items helps explain the use of instalment credit, 
and the failure of most people to keep personal budgets. 

In order to get a set of “norms” that were stable and not too much 
influenced by random fluctuations, we combined adjoining groups that 
were small in number and similar in their behavior. By combining the 
years 1947-1953 as well, we ended up with Table 2 which became the 
“normal.” We then computed how much each individual spending unit 
each year spent above or below what one would have expected from 
this table. This left year-to-year variation in these residuals, as one 
can see in Table 3, where the over-all average residual from normal 
varied particularly during the Korean War and the boom of 1955 and 
more violently for owners than renters. Table 3 also indicates that the 
income linearity we had assumed in using ratios was a good working as- 
sumption except perhaps for those with incomes over $7,500. Had the 
investment category included homes, summer cottages, boats, and lux- 
ury-type durables, even this decline might have disappeared. The inter- 
esting differentials between home owners and renters suggest a number 
of explanations, such as the shortages of materials for additions and 
repairs in 1951, resistance to the high prices and the fact that home 
owners are older and more likely to have a stock of furniture and appli- 
ances. 

The over-all average deviations for each year, combined with the 
over-all percentage actually spent, imply an “expected average per- 
centage” for each year, which is given at the bottom of Table 1. It can 
also be computed directly by weighting the averages of Table 2 by the 
sample proportions in each year. Almost none of the year-to-year fluc- 
tuation in consumer investment spending appears to result from 
changes in the composition of the population, though there does appear 
to be a long-term trend toward more people in the groups which spend 
larger proportions of their incomes on consumer investment items. 

One could think of the analysis so far as first taking account of in- 
come in a simple way that happens to be feasible, i.e., taking expendi- 
ture as a per cent of income after taxes. Then we take account of a 
complex pattern of variables: home ownership, family status, and 
labor force status, by computing residuals from the average propor- 
tions of income spent by these groups over a seven-year period. We 
have not computed any estimate of the proportionate reduction in un- 
explained variance in expenditures by using the ratio to income, though 
this could be done. The additional reduction in the unexplained vari- 
ance of the ratios by taking deviations from the 24 group averages of 
Table 2 has been estimated roughly, using unweighted data for the 
single year 1953, as follows: If one asks what proportionate reduc- 
tion in the error in estimating the expenditure-income ratio of an in- 
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dividual results from the use of Table 1 for 1953, the answer is 4 per 
cent. This figure can also be thought of as the squared correlation co- 
efficient which would result if one used a “dummy variable” (one or 
zero) for each of the 24 groups except one.” 

One can interpret this partly to mean that income has removed most 
of the variation, partly that there are many other situational or per- 
sonality variables that need to be taken into account before one really 
explains individual behavior, aud partly that the use of expenditures 
for a single year makes the data for individuals a poor measure even 
of individual behavior. 

One must remember, also, that individual data always provide lower 
correlation than grouped data, and even the .04 above involves a 
highly significant F ratio of 4.5 with 23 and 2142 degrees of freedom. 
On the other hand, none of these statistics is strictly valid, since no 
account is taken of clustering in the sample [5] [11] [18]. It is for 
this reason that we have concentrated in this article on estimates rather 
than on significance tests. 


V. Consumer Investment Related to Other Variables 


Having “taken account” of income and some of the other major vari- 
ables of a situational or long-run nature, we now look at the residual 
deviations to see how they are related to more interesting dynamic 
factors such as changes in past or expected income, attitudes of con- 
sumers, and other things that might be expected to change even in the 
aggregate. We can also look for the effects of factors that pertain only 
to small subgroups of the population, e.g., membership in a minority 
race, or those who have had no education.* We use the deviations from 
the “norms” of Table 2, i.e., pooled residuals from what that table pre- 
dicts, regrouped using the same general procedure as in Table 3. 

Again it should be remembered that because of the complexities of 
the sample, no precise estimates of the sampling errors of these devia- 
tions has been computed. We pooled the variance within the home- 
ownership family-status subgroups for the one year 1953, and by add- 
ing 50 per cent to the variance (roughly 25 per cent to the sampling 
errors) to allow for losses through clustering, can estimate that for 
mean residuals a difference between two such means, each based on 
100 cases, would have to be at least 6 per cent (300 cases each, 4 per 
cent) to be significant (at the 5 per cent level). 

* This 4 per cent reduction in variance is roughly equivalent to the multiple correlations 


of .24 and .19 reported by Klein between the proportion of income spent on durables and 
cars, on the one hand, and age and initial liquid asset-income ratio on the other [19]. 

*Space prohibits presenting here any but the most interesting tables and a summary 
account of some analyses of variance which were used to assess significance and check for 
interaction effects. 
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Using the years 1947-1950, for which we had estimates of liquid 
assets at the beginning of the year, we ran a number of analyses of 
variance of the residuals, starting with one using 2 income levels (under 
and over $4,000), 2 levels of liquid assets (under and over $200), 
4 income-change groups, 3 groups on expected income, and 4 years, a 

TABLE 4.—MEAN Resmwvats By Assets, Past INCOME-CHANGE, AND 


ExPectTeD IncoME-CHANGE (1947-50) 
(Per Cent of Income) 


Past Income-Change! 
Went Went Went Went a! 
Upa Upa No Downa Downa one 
Lot Little Change Little Lot 
Less than $200 in liquid assets, beginning of year 
Go up +0.9 -2.8 -4.0 -4.0 40.1 | —2.3 
Stay same -—0.8 —-2.8 -—-3.2 —-—0.5 0.0 | —2.3 
Go down 41.7 -3.6 -1.6 -0.1 —3.4 | —1.4 
Don’t know —2.3 -1.8 -65 -46 | —3.3 
-—0.1 -—2.2 -0.4 | —2.3 All low liquid assets 
$200 or more in liquid assets 
Go up +3.0 0.0 +4.0 +5.6 +1.4 | 42.3 
Stay same 42.4 41.2 40.33 41.2 +0.9 
Go down +3.4 +1.9 0.0 +2.5 +1.7 | +1.6 
Don’t know 43.9 -—2.1 42.2 -1.5 47.0 | +1.1 
+0.5 41.2 42.3 | 41.5 Allhigh liquid assets 
Both liquid asset groups 
Go up 42.3 -1.00 41.2 41.4 41.0 | +0.6 
Stay same +1.1 -0.2 -0.9 0.0 +0.6 | —0.2 
Go down 4+2.7° 40.3 -0.5 +1.6 -—0.3 | +0.6 
Don’t know +1.0 -2.0 -1.6 -—2.9 44.3 —0.9 
+1.8 -0.7 -0.5 +0.5 +1.3 | +0.06 


1 For the majority who gave both years’ incomes in dollars, “‘a lot” is defined as 25 per cent 
or more and “a little” as 5-24 per cent. Changes of less than 5 per cent are “no change.” 

2 Smallest number of interviews=36. 

3 Largest number of interviews= 1128. 

* Excludes those whose past income change was not ascertained. 


total of 192 subgroups. Liquid assets, income-change, and year were 
significant at the 1 per cent level with F-ratios of 26, 4, and 5 but 
nothing else was.* In order to reduce the disparate frequencies within 
cells, we eliminated the high-income low-asset group and the same 


* See Appendix on Statistical Procedures and Problems. 
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three variables appeared significant. Tables 4 and 5 show the nature 
of the effects, with more detail on income-change than we used in the 
variance analysis (the small group with substantial declines is kept 
separate in the table). The most interesting and important thing about 
these findings is the impact of income-change (Table 4). What the 


= data indicate is that when people’s incomes increase, they increase 


their expenditures on consumer investment items more than propor- 


TaBLe 5.—MEAN REsmDUALS By ASSETS, INCOME AND YEAR 


(Per Cent of Income) 
Liquid Assets, 
Beginning of Year Both Asset 
Groups 
Under $200 | $200 or More 

1947 Income under $4,000 —6.3 0.0 —2.5 
Income $4,000 or more —1.8 —1.3 —1.4 

Both Income Groups —6.0 —0.4 —2.2 

1948 Income under $4,000 —3.6 +1.0 —1.0 
Income $4,000 or more —2.0 +0.3 0.0 

Both Income Groups —3.4 +0.8 —0.7 

1949 Income under $4,000 --0.6 +3.6 +1.5 
Income $4,000 or more +3.2 +1.4 +0.4 

Both Income Groups +1.0 +2.8 +1.2 

1950 Income under $4,000 —0.6 +4.4 +1.9 
Income $4,000 or more +0.6 +1.4 +1.4 

Both Income Groups —0.5 +3.2 +1.7 


tionately and that when their incomes decline, they decrease their ex- 
penditures on these items less than proportionately. 

To use total consumer expenditures (including consumer invest- 
ments), as a measure of “permanent income,” as some writers suggest, 
rather than income would clearly be unwise where this sort of asym- 
metry exists. It may be true that one could define a variable called 
“permanent consumption” which excluded such variable items, and 
argue that it is a better measure of economic status, but it might be 
difficult to specify and measure such a concept. Returning to the cate- 
gorization of consumers’ uses of their income suggested at the beginning 
of this article, we are suggesting that liquid saving and certain forms of 
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consumer expenditures are both variable over time, but that this varia- 
bility is of a curious sort. There is first the negative serial correlation 
and the competition between them, and second, variations that result © 
from changed income and changed expectations about future income. 
What the data seem to show is that when income falls, there is some - 
tendency to carry on with plans to buy certain durables, though not 
completely, perhaps because the drop is considered temporary. When 
income rises, there appears to be a tendency to hasten the purchase of 
these consumer investment items, perhaps because the increase is con- 
sidered permanent. It is also possible, however, and consistent with the 
data, to conclude that even those who have a temporary increase in in- 
come use it for these consumer investment items as a method of getting 
something lasting out of the extra money rather than let it go down the 
drain and set new consumption standards. 

This does not mean that uncertainty per se would increase consumer 
spending on these items, since optimism and confidence about the 
future also affect it, but it does mean that changes in income may stim- 
ulate expenditures for the fortunate more than such changes depress 
expenditures for the unfortunate. 

It is not surprising that expected income for the next year had little 
relation to expenditures during the past year. When we come to a 
reinterview sample where we have income expectations at the begin- 
ning of the year for which we analyze spending, a relationship does 
appear (Table 9, below). 

The asset effect—people with more liquid assets at the beginning of 
the year tending to spend more—tends to be stronger for low-income 
people, as one might expect (Table 5). There is no good way to test 
the possibility that this may have been a temporary postwar phenome- 
non which has since disappeared. Using end-of-year liquid assets for 
1953 however we found a negative relation between assets and ex- 
penditures that continued up the asset scale clearly beyond the impact 
that one year’s expenditures could have had on the assets remaining 
at the end of the year. If there exists a short-run oscillation between 
expenditures on consumer investment items and liquid savings, such a 
correlation could exist without proving that the assets themselves affect 
expenditures. As more and more consumers use instalment credit rather 
than liquid asset accumulations, even this spurious correlation would 
tend to disappear. 

Even though we are dealing with residuals from a pattern of ex- 
penditures over the family cycle, household formation is so important 
in consumer investment expenditures that we decided to see whether 
recency of marriage would still have some additional effect. Table 6 
shows that it does. On the hypothesis that these expenditures are less 
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TABLE 6.—AVERAGE DeviaTIONs BY NUMBER OF YEARS MARRIED' 
(Per Cent of Income) 


Per Cent 
Number of All Five | of Ana- 
1949 1950 1951 1952 1953 Yeu lyzed 
Population 
One or less +2.5 +3.8 +4.5 +5.2 +4.4 +4.0 oe 
(72) (47) (58) (70) (57) 
2 +3.7 +2.6 —2.3 +4.9 +4.1 +2.8 3.1 
(78) (73) (54) (77) (64) 
3 +2.4 +1.9 —2.6 —-1.9 +7.3 +1.6 2.9 
(90) (76) (S53) (55) (55) 
4 0.0 +0.7 —2.4 —1.6 —0.4 —0.7 3.5 
(98) (77) (73) (71) (S51) 
5-9 —0.4 +0.5 —1.4 —3.0 —0.5 —1.0 14.3 
(297) (332) (284) (352) (338) 
10-20 +1.1 +2.9 —3.8 +0.2 —1.2 —0.2 23.9 
(549) (581) (530) (559) (571) 
20 or more +2.4 +2.5 —0.4 —1.9 +0.4 +0.5 29.0 
(731) (752) (638) (677) (614) 
Not married 0.0 +0.2 —2.8 —0.5 0.0 —0.3 19.7 
(429) (450) (387) (429) (411) 
Not ascertained) —4.4 | —10.0 —4.8 —1.6 +2.0 —4.0 0.9 
(12) (19) (20) (29) (5) 
100.0 
All +1.2 +1.7 —1.9 —0.8 0.0 0.0 


1 Note that these are deviations from norms which already take account of home owner- 
ship and stage in the family life cycle, including a separation of young married people by age 
of head and whether or not they have children. 

( )=Number of cases. 


discretionary for people who are outfitting a household for the first 
time, it is interesting to note that those married one year or less did 
not seem to cut their spending at all during the resistance to high 
prices and shortages of 1951. Furthermore, those married only two 
years re-entered the market in 1952, those married only three years in 
1953, while the rest appeared to be resisting the high prices through 
1953. 

~ Table 7 indicates, though the frequencies are very small, that educa- 
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TABLE 7.—AVERAGE Deviations, 1953 ONLY, By EDUCATION AND Race! 


(Per Cent of Income) 
| Education of Head Race 
of Spending Al? 
Unit White Negro 
None +8.9 +7.5 +8.5 
(24) (10) (34) 
1-8 years —0.2 +5.2 +0.5 
| (608) (71) (650) 
9-12 years —1.0 +4.5 0.0 
(853) (35) (899) : 
College (no degree) —0.8 +2.2 —0.8 
(252) (4) (259) 
| College graduate —1.6 +24.2 —1.3 
(259) (3) (267) 
AlF —0.6 +5.6 0.0 
(2010) (126) (2166) 


1 The over-all average for 1953 was 0.0 so no adjustment is required for the particular year. 
Number of interviews is small, and is given in parentheses beneath each average. 

2 Includes a few “other.” 

3 Includes a few not ascertained as to education. 


TABLE 8.—1952 REsmpUALS BY MARITAL STATUS AND INCOME CHANGE 
(Per Cent of Income) 


Income Change 
Up 25 Changed | Down Down 
Marital Status Per Cent} UPS5- |LessThan| 5-24 25 Per 
or 24 Per 5 Per Per Cent or All 
More Cent Cent Cent More 
Not Married —0.8 +1.2 —1.0 —2.7 +0.4 
(50) | (147) | (145) (43) (26) | —0.3 
Married 4 Years or More} +0.2 —1.4 —2.3 -—1.9 —1.0 
(276) (577) (494) (207) (93) —1.4 
Married 1-3 Years +7.4 -—0.1 —2.3 +9.4 +5.9 
(55) (66) (47) (18) (11) +2.8 
All +1.0 —0.7 —2.0 —1.1 —0.1 —0.8 


( )=Number of cases. 
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tion and race have some effect. The negative residuals for the college 
graduates, however, may well only be a reflection of their very high 
incomes and the departure of the spending-income relation from line- 
arity at these incomes. 

If these consumer investment items are actually “status goods,” 
socio-economic status should affect expenditure on them. Such status is 
generally indicated by mixtures of income, education and occupation, 
often with emphasis on the last of these. For the single year 1953, for 
which we looked at residuals by occupation, the lowest-status occupa- 
tions had the largest positive residuals. Again the imperfect removal 
of the income effect may have given the professional people and the 
managers their negative residuals, but it could hardly explain why the 
residuals were 5.1 per cent for unskilled and service workers, —0.7 for 
skilled and semiskilled workers, and —1.3 for clerical and sales people. 

Further evidence of the urgency of these expenditures for recently 
married people is given by Table 8, where resistance to a reduction of 
expenditures when income falls appears to be stronger for those mar- 
ried three years or less. 


VI. Reinterview Results 


Part of the 1953 Survey involved reinterviews with people inter- 
viewed in early 1952. This allows us to make use of attitudes and ex- 
pectations expressed before the expenditure year. It would of course 
be better to have three interviews so that one could relate changes in 
attitudes and expectations to changes in subsequent spending behavior, 
but we can look at the available data remembering that personality 
and situational differences will create a good deal of “noise” in our 
data. It is also a troublesome fact that people who moved were not 
reinterviewed, so that the reinterview “sample” includes fewer young 
people and no movers and hence fewer of the large spenders on con- 
sumer investments. 

However, looking at differences within the reinterview group is still 
revealing. Table 9 shows that feeling better off financially than a year 
ago, and expecting to be making more a year hence are both positively 
associated with spending on consumer investments. The very low ex- 
penditures of those who did not know or say whether they were better 
or worse off than before suggests (though the frequencies are very small) 
that these people may have been so badly off that they wouldn’t admit it, 
perhaps even to themselves. On the other hand, those who wouldn’t 
commit themselves as to a year hence behaved more like the optimists. 
With the paucity of cases, however, these results are not statistically 
significant. However, those with no changes clearly spent the least. 

Table 10, finally, combines the reported attitude at the beginning 
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TABLE 9.—MEAN REsIDUALS By 1952 REINTERVIEWS, BY Two 
ATTITUDES AT BEGINNING OF YEAR! 
(Per Cent of Income) 


Expected in Early Better or Worse Off in Early 1952 . 
1952 to be Making ; 
a “Year from Better Worse Didn’t Know _ 
Now”: Off Same Off or Say All 7 
More +0.5 —2.2 —2.1 —9.2 —1.5 
(104) (79) (78) (7) - 
Same -1.8 -11.1 -3.9 
| (74) 193) (83) @ 7 
Less ~6.5 -6.4 -14.5 -6.4 
(15) (25) (31) (2) 
Didn’t know or say +1.2 —4.0 +0.4 —8.9 —1.4 
(49) (71) (57) (11) 2 
All —0.4 —4.1 —2.3 -—9.9 —2.6 74 
1 Attitudes were measured in early 1952; expenditures, incomes, and residuals were com- i 


puted for the year 1952 on the basis of reinterview reports in early 1953. Numbers in paren- 
theses are numbers of interviews. 


TaBLe 10.—MEAN ReEsipvats, 1952 REINTERVIEWS, BY Earty 1952 “BETTER OR 
Worse Orr” AND SUBSEQUENT CHANGE IN INCOME FROM 1951-1952 es 
(Per Cent of Income) 
Better or Worse Off—Early 1952 
Change in Income 
During 1952 Better Worse |Didn’t Know 
Off Same Off or Say Aa 
Up 25% or more ~3.1 -8.1 -8.1 
(S54) (24) (24) (8) 7 
Up 5-24% +1.2 —5.0 +2.5 —9.9 —1.1 
(90) (98) (74) (11) 
Changed less than 5% +1.7 —5.1 —2.5 —12.2 —2.8 = 
(59) 97) (91) 
Down 5-24% —5.0 | -11.1 
(24) (31) (38) (2) a 
Down 25% or more —6.1 +10.3 —8.2 —9.0 -1.8 7 
(11) (10) (12) (1) 
All (including 22 NA’s) ~0.4 ~2.3 -9.9 
Numbers in parentheses are numbers of interviews. 
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of 1952 and the later reported income change during 1952. For this 
sample, which excludes some of the young people, the effect of income 
changes is not so marked, and indeed is different for large increases 
and small decreases. 


VII. Special Analyses of 1954 and 1955 Data 


We add here Table 11, using data from the 1955 Survey for 1954. 
This was run later as a check on our earlier results, and also to make 
use of a simpler method than pooled residuals for dealing with family- 
status and home-ownership differences. The resistance to contracting 
expenditures under the impact of income declines seems to be greatest 
for young home owners who expect their incomes to go up. However, 
the lack of symmetry in the effect of income changes is again marked. 

In some unpublished studies by Jacob Cohen and the author, the 
population was divided according to replies to a question: “How do 
you handle your finances when you make a large purchase for your 
home?” Answers were easily classified in the following groups: (1) I 
pay cash. (2) I use installment credit, or borrow. (3) It depends; cash 
or credit depending on whether we have the money. (4) We never buy 
any large items. (5) Not ascertained. We found no association with 
change in liquid assets, but some association with variability in liquid 
assets, e.g., with the proportion whose liquid assets went up or down. 
The clear interpretation was that people who use credit don’t accumu- 
late liquid assets and use them to buy large items, but pay out of 
income. 

This left unanswered the question whether those who use credit 
might not spend a larger proportion of their income on large lumpy 
items, because they had discovered a convenient way to do it, or be- 
cause they were tempted by credit to spend more on them. It was im- 
portant to isolate any effects of willingness to use credit from income, 
home ownership, stage in the family life cycle and other “nuisance” 
variables. For this purpose, the 1954 average residuals were tabulated 
for those who did or did not use credit, together with the average pro- 
portions of income actually spent (Table 12). Clearly, the use of credit 
is not associated with a significantly larger proportion of income being 
spent on consumer investment items. 

One of the,reasons for not using multiple regression in the first place 
had been the problem of scaling qualitative variables and dealing with 
interactions. The pattern of proportions spent averaged over 7 years, 
however, provides a method of introducing as a single variable these 
“expected” proportions. Taking the data for 1954, we found the fol- 
lowing: 


E=—.01 +.99E’ —.41H +.07M +.01N; R?= .038 
(.10) (.13) (.09) (.09) N= 2381 
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where E is proportion of income spent on consumer investments. 
E is proportion expected on the basis of age, home ownership, 
family status, etc., from Table 2. 
H is a “dummy variable” equal to 1 for those with incomes of 
$7,500 or over and zero for everyone else. 
M is a “dummy variable” equal to 1 for those who have moved 
(lived in their present house for less than two years). 
N is a “dummy variable” equal to 1 for units with two or more 
income receivers. 
Numbers in parenthesis are the result of computing the standard 
errors of the regression coefficients, in spite of the fact that these 
errors do not apply to a clustered sample like this one. 


Partly because of the mixture of those who did and those who did not 
spend anything last year, but mostly because of the basic variability of 


TABLE 12.—ExPEcTED AND ACTUAL PROPORTIONS OF INCOME AFTER FEDERAL INCOME TAXES 
SPENT ON CONSUMER INVESTMENT ITEMS, BY WHETHER SPENDING Unit Uses CREDIT 


Deviation 
Cash 14.8% 14.1% —0.7% 
Credit 14.6 14.3 —0.3 
Depends 15.7 17.0 1.3 
Never buy 9.9 7.0 —2.9 
Not ascertained 13.6 14.4 0.8 


consumer behavior and the use of ratios which remove most of the 
income effect, the correlation is low. Of the 3.8 per cent of the variance 
of E explained by this regression, the expected E’ accounts for 3.6 
per cent. In some other regression analysis using subgroups who had 
not had and did not expect a change in income, we found slightly higher 
correlations, but removing those who spent nothing at all from the 
sample did not improve the correlation. 

Why should the differences between the home-ownership family- 
status groups be so large and so persistent over time and yet explain 
so little of the individual variance in a single year? It may be that 
there is nothing here but the stability of averages, but there may also 
be a negative intraclass correlation resulting from the use of one-year 
expenditure data and a propensity to alternate between spending a lot 
one year and little or nothing the next. A difficulty in investigating this 
problem of variability versus repetitiousness of behavior is that there 
are strong positive serial correlations in many of the explanatory vari- 
ables (income, age, whether owns home, marital status) so that a 
gross measure of autocorrelation would not be sufficient. Only an auto- 
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correlation study of residuals would be revealing and that has not yet 
been done. 

The data for 1955 became available after much of the above was 
written, but since 1955 was a boom year for consumer expenditures, 
particularly on cars and durables, it is interesting to look at the actual 
and expected proportions of income spent for home owners and renters 
at different income levels (Table 13). Clearly it was the low-income 
home owners and the middle-income renters who spent more in 1955 
than one would have expected from the 1947-1953 pattern. The negative 
residual for the top-income group was only slightly larger than the 
1947-53 average. 

This table illustrates a use of norms such as developed for this 
article in the assessment of dynamic changes. It is hoped to use them 
further, particularly in reinterview studies, in order to assess the im- 
pact of changes in individual financial conditions and attitudes on con- 
sumer investment expenditures. 


APPENDIX ON STATISTICAL PROCEDURE AND PROBLEMS 


It is customary in statistical work to set up a stochastic model and then 
devise estimating and testing procedures appropriate to it, e.g., by maximum 
likelihood methods. This is particularly important where one is reasonably 
sure of the theory and the specifications of the variables, and is concerned 
with unbiased estimates of the effects of specific variables in a system. Some- 
times where it is difficult to set up a “just identified” system one derives from 
the equations a single predicting equation, arguing that the results are in- 
teresting and useful even if they cannot be translated back into the parameters 
of the original model. 

In our investigations, however, there are a number of reasons why we took 
neither of these approaches: (1) We are not sure exactly which measures from 
the data correspond best to the factors of the theory, and there are often a 
number of things we want to try out. Even with modern machinery, it is some- 
thing of a problem to compute very many solutions to multiple regressions in 
many variables. (2) Most of the explanatory variables are not quantitative, 
and although one can approximate any grouping by a series of dummy (1-0) 
variables, this expands the number of variables beyond the capacity of the 
machinery very rapidly. (3) There are reasons to believe that interaction 
effects exist and when we combine these with qualitative variables, the number 
of dummy variables required becomes prohibitive. (4) The clustering of cases 
at 0 (no expenditures) causes statistical problems, the solution to which is 
complex. Recently, James Tobin has provided methods for dealing with the 
problem of a truncated dependent variable in regression analysis [33]. 

Another possibility is to compute regressions for subgroups of the sample, 
and compare the coefficients, in a somewhat flexible version of covariance 
analysis. Tobin has done this in a recent study of debt [32]. If one puts all 
the measured variables that don’t interact with one another into the regres- 


| 
| 


MORGAN: CONSUMER INVESTMENT 899 


sions, and looks for interactions and for effects of nonmeasurable character- 
istics by examining differences between subgroups, this is a rather efficient 
procedure. One must, however, make initial assumptions as to what interac- 
tions are likely, and which characteristics are to be approximated by some 
simple scale or set of 1-0 dummy variables. 

The methods we have used minimize many of these problems. We need not 
quantify explanatory categories, nor make so many assumptions about the 
absence of interaction effects. Since we use averages of subgroups, there is 
little truncation of these averages—in any one year a few people in almost 
any subgroup will spend something on consumer investment items. Indeed, 
there is probably a negative intraclass correlation within subgroups. 

The sequential method we used, first taking some major explanatory 
variables and then examining residuals, is less general than a multivariate 
approach that considers all variables jointly. It is, however, a very flexible 
procedure and allows one to try numerous potential explanatory variables in 
an efficient and conservative way, i.e., the procedure underestimates the im- 
portance of the secondary variables. 

In an area of investigation where the direction of causation can be specified, 
it is sometimes true that we may want to know the gross effect of a variable, 
including its effects indirectly through influencing other variables. Suppose, 
for instance, that age (A), liquid assets (Z) and the proportion of income 
spent on consumer investments (£) are related in the following manner 
(arrows indicating direction of influence) : 


A 
We could form a model of this set of relations as follows: 


(1) E=a,+@At+a,L+ u; 
(2) L=a,+4a4;A + 


where the w’s are randomly distributed disturbances with zero means. Sub- 
stituting, we have: 
(3) E =a, +a.A + (a, + + u2) +m, 

= (a, + + + + + tty 


and the term a, +a3%5 can be regarded as the gross age effect. If we use 
equation (3) as a computing equation and relate the residuals thus developed 
to liquid assets we have a regression coefficient: «3(1 — 74x”) of liquid assets 
on these residuals. This means that by such a procedure we would be under- 
estimating the effect of liquid assets on expenditures in so far as there is a 
positive correlation between age and liquid assets. 

Measurement and definition problems in analyzing survey data are such 
that lack of apparent relation is seldom conclusive anyway. Hence we are 
seldom in danger of denying a relation which exists. As against the opposite 
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danger of positing a relation which does not really exist, the procedure of 
analyzing residuals appears to be conservative. 

This is analogous to what we actually did in this study, except that the 
residuals were not from regressions but from a complex pattern of averages 
of subgroups which allowed us to take account of interaction effects and non- 
linearities in the effects of some factors as well as to avoid the problem of 
scaling qualitative explanatory factors. That is, our analysis is analogous to 
running a multiple correlation between the expenditure-income ratio and the 
following variables: home ownership, age, marital status, presence of children, 
whether head is in the labor force, and interactions of these variables, and 
then correlating the residuals with income change, expected income, etc. 
Multiple correlation would have forced a smoothing of some relations or a 
preliminary estimating of scales and would have eliminated the possibility 
of finding interaction effects, but both methods face other problems from the 
nature of the dependent variable, and from the fact that the data come from 
a multistage clustered sample. 

This last point needs emphasis. Like any probability sample, the sample for 
the Survey of Consumer Finances is multistage, that is, a sample of primary 
sampling units (roughly counties) is selected, then a sample of cities and 
open country areas within these, then a sample of blocks within cities and 
dwellings within blocks, etc. In so far as people in the same county or city 
block or dwelling are more like one another than like other people, this 
clustering of the sample means that a sample of 3,000 is mot 3,000 independent 
random observations. Using variability within the sample to estimate sampling 
errors tends to underestimate them, and by different amounts depending on 
the particular variable being estimated [18]. The sample is also stratified, 
which reduces sampling errors, and oversampled in the high-rent dwellings, 
which reduces some sampling errors and increases others. Using grouped data 
as we do and treating group means as single observations is a conservative 
procedure in this case. Work is in progress at Survey Research Center in 
estimating sampling errors of derived numbers such as the deviations we use, 
and preliminary results indicate that they do not differ much from sampling 
errors of the original data. 

As for the variance analyses, using grouped data only partly avoids the 
clustering problem. The complex reason for this is that the small subgroups 
we used in computing interactions as estimates of the error variance have less 
losses of sample efficiency from clustering, hence less between-group variance 
than the larger groups used in estimating main effects. The F-ratios would be 
inflated by this, but probably never more than doubled. They are, on the other 
hand, underestimated if a high-order interaction actually exists. Another 
statistical problem remains: the literature on analysis of variance with dis- 
proportionate cell frequencies provides a number of alternative methods of 
analysis. They vary all the way from a complete least-squares solution (which 
runs back into the clustering problem) to analysis of cell means as though 
they were individual items (which runs into increased problems of hetero- 
geneity of variance because the means are based on different numbers of 
cases) [3] [4] [31] [34]. 
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The basic problem is the “robustness” of the tests of significance with de- 
partures from the assumptions on which they were developed. Some recent 
writers have argued that the analysis of variance is quite robust in this sense, 
and that a simple analysis of unweighted cell means generally gives much the 
same results as more complex methods [1] [2]. It is this simple analysis 
which we used. It remains true, however, that heterogeneity of variance, which 
is intensified by using means based on varying n’s, makes the F-tests some- 
what less conservative so that higher significance levels should be required. 
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DO WE HAVE A NEW INDUSTRIAL FEUDALISM? 
By Artuur M. Ross* 


There are fashions in problems as well as hats; and when any given 
problem is solved, an equal and opposite problem generally emerges. 
The matter of labor mobility is a good case in point. A generation ago, 
“wasteful and destructive turnover” was seen as a primary evil. Today 
it is feared that workers have become badly immobilized. While “turn- 
over” may still be an ugly word, “mobility” has taken on a favorable 
connotation, something like “alkalinity”; and while “stabilization” is 
still a virtue, “immobilization” is a vice. 

It is said that seniority systems, health and welfare plans and 
negotiated pensions have chained the worker to his job; that the 
adaptability and flexibility of the labor force are being sacrificed; and 
that a new industrial feudalism is being built. The crux of the problem, 
it is held, is that the worker can no longer afford to quit his job. 

Proponents of this view emphasize the recorded decline in quit rates 
since the second world war. For example, Joseph Shister has observed 
that “at no time since 1929 has voluntary mobility been as high as, 
say, in the ’twenties of this century.”” He concedes that the low turn- 
over rates of the depression were understandable, but expresses sur- 
prise at the subsequent failure to regain the levels of the ’twenties. By 
way of explanation he siates: 

When we turn . . . to voluntary horizontal mobility [i.e., quits], we find 

the role of trade-unionism shifting from a negligible to a paramount in- 

fluence. Seniority in promotions and layoffs has reduced the amount of 
voluntary mobility for reasons which have been stressed again and 
again. . . . The negotiated pension plans in many units will serve as 

another obstacle to voluntary mobility by organized workers [22, p. 44]. 


Comments by Paul F. Brissenden, Ewan Clague and Gladys L. Palmer 
are essentially to the same effect, and are interlaced with concern over 
the supposed immobilization of the work force [5, pp. 767-68] [7, pp. 
vii-ix] [15, pp. 114, 116]. 

* The author is professor of industrial relations at the University of California, Berkeley. 
He is glad to acknowledge the very substantial help of Paul Hartman who devised the 
measures of work opportunity and made the variance analysis and who was of assistance 
particularly in connection with Sections I and II. The author also wishes to acknowledge 
valuable suggestions from Benjamin Aaron, Irving Bernstein, J. W. Garbarino, William 
Goldner, Margaret S. Gordon, G. H. Hildebrand and Van Dusen Kennedy. 

* Compare Frank Tannenbaum’s exultant conclusions in his highly romantic treatment of 
trade unionism as a syndicalist “counter-revolution”: “The mobility of labor has been 
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If it were true that the worker can no longer afford to quit his job, 
grounds for concern should indeed be voiced. First, a serious issue is 
raised by the image of an employer who is too benevolent. The all- 
embracing institution which takes care of every need cannot be made 
to fit our traditions of self-reliance and free association. Voluntary 
servitude can be as degrading as the involuntary kind [13]. Second, 
if quitting one’s job were so expensive as to be unthinkable, many de- 
sirable personal readjustments would be prevented. Some people should 
quit their jobs to find more congenial kinds of work, more agreeable 
supervisors and fellow workers, and better advancement opportunities. 
Third, a serious economic problem would indeed be created if man- 
power resources were to become inflexible and immobile. In our dynamic 
economy, a great deal of movement between occupations, between estab- 
lishments in the same industry, between industries and between geo- 
graphical areas is required. The question of why workers decide to 
move is the subject of much research and debate [14, ch. 3, 5] [18, 
ch. 4, 5] [20] [19, Pt. 1] and many other publications, but this much 
can be said: up to the present, the American labor force has been 
sufficiently fluid to fill the changing needs of employers. Recall, for 
example, the vast occupational, industrial and geographical movements 
of personnel during the second world war, when wage rates could not 
be used to attract manpower because of economic controls. 

Therefore, it becomes important to examine the proposition that our 
labor force is being immobilized by the attractions of seniority and 
negotiated fringe benefits. The basic conclusion of this article is that 
the weight of evidence is strongly to the contrary. While some of the 
premises of the immobilization theory are valid, they do not add up to 
the stated conclusion. A long-term decline in the quit rate has occurred, 
but not for the stipulated reasons. Most employees who quit are too 
recently employed to have acquired substantial seniority or pension 
credits; employees with more than a few years of service have always 
had low quit rates; and the decline in voluntary turnover has been 
concentrated among junior rather than senior employees. Seniority 
systems have served to stabilize workers by bridging over their trial- 
and-error period of employment rather than by tying them to their 
jobs. However there are exceptions to any rule. Doubtless many in- 
dividuals are influenced by pension rights, etc., when forced to make 
close decisions, but not so many as to alter the general picture of labor- 
market operation. 


possible because the worker had no investment in the industry in which he worked... . 
The industry will now assume responsibility for providing his family with medical care, 
maternity insurance, sickness, old-age and retirement pensions, vacations with pay, and 
innumerable other services. . . . What this really means is that the worker is changing a 
contract terminable at will to a contract terminable only at death” [24, pp. 181-82]. 
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I. Variations in the Quit Rates, 1910-56 


Movements of quit rates in American industry are shown in the last 
column of Table 1. (Other ratios in Table 1 will be used as measures 
of work opportunity in Charts 1 and 2 below. The sources and limita- 
tions of American labor turnover statistics are discussed in Appendix 
A.) A preliminary reconnaissance of the quit rates reveals two over- 
riding influences which produce a great deal of the variation. One is 
the business cycle; the other is the characteristic dislocation and re- 
adjustment of war and postwar years. The first accounts for the sharp 
rise in 1913 and the decline in 1914-15; the sharp decline in 1921; the 
sustained low level of the 1930’s, with a slight recovery in 1936-37; 
the drop in 1949 and again in 1954. The second explains the extraordi- 
narily high quit rates of 1917-20 and 1942-47. Cyclical variations ob- 
viously reflect changes in the opportunity to shift from one employer to 
another. Wartime and postwar increases reflect both propensity and 
opportunity. The extra workers in the labor force are not well adjusted 
to employment and not strongly attached to any particular establish- 
ment, and of course in wartime disorganization of work groups, family 
situations and personal lives is prevalent. The resulting propensity to 
move creates more opportunity of itself, above and beyond that result- 
ing from the tight labor market of wartime periods.’ 

It follows that significant conclusions about long-term movements in 
the quit rate cannot be drawn until cyclical variations in work op- 
portunity have been discounted. It also follows that significant com- 
parisons cannot be made except between periods which are relatively 
similar in their economic context. It proves little, for example, to show 
that quit rates in the 1950’s have been higher than in the 1930’s or 
lower than in the 1940’s. 

With these initial observations in mind, we can now examine the 
relationship between opportunity to move and quit rates somewhat 
more systematically. Alternative measures of work opportunity are in- 
corporated in Charts 1 and 2. These are two approaches to the same 
problem, the second being more precise. Therefore it should not be 
thought that 70 per cent of the variation in quit rates is explained by 
Chart 1, and another 85 per cent by Chart 2. 

In Chart 1 the average monthly quit rate is plotted against the rate 
of unemployment (the average number of unemployed as a percent- 
age of the civilian labor force). Two measurements have been calcu- 
lated. For 1910-56, the explained variance is 39.8 per cent. Turnover 


?Quit rates did not rise very much in 1951-53, during the Korean war. This is ex- 
plained by the fact that the Korean war involved very little strain on the economy or the 
labor force. For the same reasons, the price level advanced only about 15 per cent despite 
the absence of effective price control. 


$ 
| 
| 
| 
| 
, 
7 
> 
j | 
> 
| 


: 


TABLE 1.—UNEMPLOYMENT AS PER CENT OF CIVILIAN LABOR Force, MANUFACTURING Em- 
PLOYMENT AS PER CENT OF NONAGRICULTURAL LABOR FORCE, AND 
AVERAGE MONTHLY Quit RATE IN MANUFACTURING, 1910-56 
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Cart 1. Quir Rate CoMPARED WITH UNEMPLOYMENT RATIO, 
ANNUAL AVERAGES, 1910-1956 


Sources: 

1. Civilian labor force. 1910-1918: computed from S. Lebergott, “Annual Estimates of Un- 
employment in the United States, 1900-1954,” The Measurement and Behavior of Unemploy- 
ment, Nat. Bur. Econ. Research, New York 1957, pp. 215-16. 1919-1928: estimates of em- 
ployment from J. P. Herring, Labor Force, Employment and Unemployment, Seattle 1951, p. 
216, plus unemployment as estimated by Lebergott, op. cit. 1929-1949: U. S. Bur. Lab. Stat., 
Handbook of Labor Statistics, 1950, p. 35. 1950-1956: U. S. Dept. Commerce, Bur. Census, 
Annual Report on the Labor Force, annual issues, 1950 through 1956. 

2. Unemployment. Lebergoti, op. cit. 

3. Manufacturing employment. 1910-1918: N.LC.B. data from Historical Statistics of the 
United States, 1789-1945, Bur. Census, Washington 1949, p. 65. 1919-1956: U. S. Bur. Lab. 
Stat. data; from “Historical Data,” Employment and Earnings, June 1957, 3, 1. 

4. Nonagricultural labor force. 1910-1918: computed from Lebergott’s figures; Lebergott, 
op. cit. 1919-1956: U. S. Bur. Lab. Stat. Nonagricultural employment figures (from Employ- 
ment and Earnings, op. cit.), plus Lebergott’s unemployment estimates. 

5. Quit rates. 1910-1918: computed from P. F. Brissenden and E. Frankel, “Mobility of 
Labor in American Industry,” Mo. Lab. Rev., June 1920, 10, 48. 1919-1929: computed from 
Mo. Lab. Rev., July 1929, 29, 64-65, and Feb. 1931, 32, 105. 1930-1948: computed from U. S. 
= Lab. Stat., Handbook of Labor Statistics, 1950, p. 40. 1949-1956: Mo. Lab. Rev., Apr. 
1957, 80, 517. 
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data since 1930 are more reliable than in the earlier years. The cor- 
responding figures for the 1930-56 period is 70.0 per cent. In other 
words, 70 per cent of variations in the quit rate during this period can 
be said to be associated with variations in the unemployment rate. 

The variance analysis measures deviations from a curvilinear regres- 
sion line fitted to the original data. To facilitate computations, trans- 
formations to logarithms have been made, but all resulting relationships 
have been retransformed to original units. 

While the results of the variance analysis are of interest, further 
analysis is necessary to identify the long-run changes. As one would 
expect, the lowest unemployment ratios were encountered in wartime 
and immediate postwar years, and the highest in depression years. 
There were 21 years, however, in which unemployment ratios were 
more than 3 but less than 6 per cent. We can discount the influence of 
work opportunity to a considerable extent by confining our analysis to 
these years. 

(1) At the top of the heap we find five early years: 1910-12, 1920 
and 1923. The average quit rate for these years was 6.2 per cent. 

(2) Slightly lower are 1942, 1946, 1947 and 1948, with an average 
quit rate of 3.8 per cent. It is felt that quit rates in wartime and im- 
mediate postwar periods are affected by short-run changes in the 
propensity as well as the opportunity to move. Therefore these years 
should probably be excluded from the comparison. 

(3) Now we encounter five years in the late 1920’s: 1924, 1925, 
1927, 1928 and 1929. The average quit rate was 2.3 per cent. 

(4) Finally, five of the more recent years are found at the bottom: 
1949, 1950, 1954, 1955 and 1956. For these years the quit rate aver- 
aged 1.5 per cent. 

Thus, it is necessary to go back to the 1920’s to find an interval 
which can rightly be compared with the period since 1948. Quit rates 
in this recent period (excluding the years of the Korean war) are in- 
deed lower than in the middle and late 1920’s. The decline amounts to 
about eight-tenths of a percentage point, or one-third of the total. Cer- 
tainly the change is substantial enough to be noted. But this reduction, 
over a thirty-year span, is much smaller than the one which took place 
during the 1920’s. Then the contraction was as much as 3.9 percentage 
points, or almost two-thirds. 

Actually the measure of work opportunity used in Chart 1 is very 
rough. If we use a more refined alternative approach, about 85 per 
cent of the variations in the quit rate since 1930 can be explained. 

The difficulty with the ratio of unemployment is that it refers to 
the labor force as a whole, whereas the available quit rate data refer 
to manufacturing workers. There are strong reasons to believe that the 
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manufacturing worker’s opportunity to change his job is more closely 
related to employment conditions in manufacturing than to those in 
the total economy. 

It makes a real difference if the measurement of work opportunity 
is limited to the manufacturing sector or extended throughout the 
entire economy. Movements of manufacturing employment and total 
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employment have not been the same. During the 1950’s, for example, 
manufacturing employment has been relatively constant whereas total 
employment has risen sharply. The same was true in the 1920’s (See 
Table 1). 

It is believed that the ratio between manufacturing employment and 
the nonagricultural labor force represents the most satisfactory meas- 
ure of the factory worker’s opportunity to change jobs. In Chart 2, 
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quit rates have been plotted against this ratio. A semilogarithmic rep- 
resentation produces a linear relationship, but the variance analysis 
was made on the basis of the original data, using the same method em- 
ployed in connection with Chart 1. Here the explained variation is 71.3 
per cent for 1910-56, and 84.1 per cent for 1930-56. Doubtless a more 
sophisticated form of statistical analysis would be desirable; but we 
have to do what we can with the available data. If it is conceded that 
quit rates are closely associated with opportunity to move, the purpose 
has been served. 

Again the changes over time can be identified by reference to group- 
ing the individual years. There are 12 years in which manufacturing 
employment equaled 35 per cent or more of the nonagricultural labor 
force. Quit rates were extremely high in all of these years, which in- 
cluded 1910-13, the two world wars, 1919-20, and 1923. Next there are 
12 years in which manufacturing employment was less than 29 per 
cent of the nonagricultural labor force. Quit rates were generally low 
in these years, which included 1921 and 1930-40. 

There remains a middle group of 21 years, with ratios of more than 
29 per cent and less than 35 per cent. This is not quite the same middle 
group as appeared in Chart 1: for example, the years 1951-53 are now 
included, whereas 1910-12 are excluded. Within this group a very signi- 
ficant comparison can be made between 1924-29 and 1949-56. This 
comparison is significant for several reasons. The intervals are of sub- 
stantial length and generally comparable in economic circumstances. 
Relative work opportunity, as defined in Chart 2, did not vary to any 
large extent. The more recent interval represents the period of 
negotiated economic security plans.* The average quit rate for 1924-29 
was 2.6 per cent. For 1949-56 it was 1.8 per cent. Once more the differ- 
ence is equal to eight-tenths of a percentage point, or about a third of 
the total. And once again the reduction is small as compared to that 
which took place during the 1920’s. 


Il. The Decline in the Quit Rate in the 1920's 


Our findings thus far can be summarized briefly. (1) A large part 
of the fluctuation in quit rates is associated with variations in the op- 
portunity to move.* Therefore, it is clear that even if collective bargain- 
ing provisions did affect the willingness to move, they would operate 


*1949 was the year in which the pattern-setting health and welfare and pension plans 
were adopted in the steel industry, after a strike, pursuant to the recommendations of a 
presidential fact-finding board. 

* Diminished opportunity to move is not the only reason why quit rates are low in de- 
pression years. Young workers with low seniority, who account for most of the voluntarily 
mobility (see Section III below), are likely to be involuntary unemployed during such 
years. 
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within a narrow compass. (2) A very substantial reduction in the quit 
rate occurred about the middle of the 1920’s. (3) There has also been 
a smaller decline during more recent years. It remains to discuss the 
probable causes of these long-term changes. 

Obviously the earlier phase cannot be explained by unionism, 
seniority or negotiated fringe benefits. While doubtless there were 
many contributing causes, the critical sequence of occurrences was 
probably somewhat as follows: 

Until the 1920’s, employers had made no particular attempts to con- 
serve manpower. Under the liberal immigration policies of the day, 
conservation was unnecessary. During the first world war, however, 
employers had a foretaste of curtailment. Then the quota system began 
to take effect; and by the second half of the 1920’s average annual 
immigration was less than one-third of what it had been two decades | 
earlier [34, p. 92]. Meanwhile manpower needs were growing rapidly 
as industry expanded. The number of employees in manufacturing 
industries rose from 5,675,000 in 1904 to 7,514,000 in 1914 and 
9,475,000 in 1923 [34, p. 783]. There were similar increases in other 
activities. Thus the demand for labor accelerated at the same time as 
an important source of supply was virtually eliminated. Furthermore, 
the occupational composition of the labor force was gradually shifting. 
The proportion of unskilled labor was declining; the proportion of 
skilled, semiskilled and white-collar workers was growing [8, p. 187]. 
So long as the unskilled hand was replaceable, the employer suffered 
no great loss when the employee quit. But when the trained employee 
resigned, a considerable investment had to be duplicated. 

It was under these circumstances that personnel administration 
emerged and flourished as a specialized and systematic technique of 
industrial management. Surfeited as we are with “human relations” 
today, we find it difficult to comprehend the shock of original discovery 
which employers experienced in learning that workers were human 
beings. For the first time, attention was turned to the influences affect- 
ing discipline, efficiency, morale and worker adjustment in general. In 
other words, the employer decided to decasualize the whole employ- 
ment relationship and to incorporate system into it. 

Currently it is fashionable to assume that the central purpose of 
personnel administration in the 1920’s was to keep the unions out. This 
is rewriting history to a large extent. It is true that some of the sources 
of the personnel administration movement are to be found in the strike 
wave following the first world war. For example, the Jersey Standard 
program initiated by the Rockefellers grew out of the strike at the 
Bayonne refinery; the McKenzie King program at Colorado Fuel and 
Iron resulted from the Ludlow massacre, But on the whole, in manu- 
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facturing industries at least, the unions were so weak in the 1920’s that 
no special efforts were needed to keep them out. The really urgent ob- 
jectives were to obtain more production from the worker, improve the 
condition of discipline, and especially, reduce the prodigious rate of 
labor turnover.* Exactly how this last objective was accomplished need 
not concern us here. Like most purposes tenaciously pursued, it had 
the reward of success; and if the available statistics are deserving of 
any belief at all, the success was considerable. 

A further explanation is found in the stability of manufacturing em- 
ployment during the late 1920’s. Annual averages in Table 1 show a 
narrow fluctuation between a low of 9,523,000 and a high of 9,997,000 
during the 1924-28 period. As indicated above, published turnover 
statistics refer to manufacturing industries. When manufacturing em- 
ployment expands, young people, geographical migrants and unem- 
ployed workers are drawn in. These groups have high quit rates. When 
manufacturing employment levels off, the work force becomes stabil- 
ized. Average age and seniority increase. Older workers and senior 
workers (who tend to be the same individuals) are much less likely 
to quit. 


III. Reduction in the Quit Rate in Recent Years 


In addition to the signal reduction in the quit rate achieved during the 
1920’s, there seems to have been a smaller reduction during more re- 
cent years. The employee’s desire to preserve his seniority status, 
retain his group insurance and protect his pension credits is frequently 
invoked as the cause. It has become so costly to quit, we are told, that 
the worker is bound to his job by chains of benevolence. 

Actually it is not very likely that these negotiated benefits have had 
much effect on the quit rate. Most workers who quit their jobs are 
young in years and low in service. They do not have enough seniority 
to keep them from changing jobs; they have typically not reached an 
age where retirement is a real element in their thinking; and they have 


*The early textbooks and treatises in personnel management emphasized this goal. “The 
estimated economic loss due to turnover in the United States is placed in round numbers 
at one billion and a half dollars annually. . . . The cost of training of a new employee 
up to the point of efficiency varies from $25 per head to $1,000” [25, p. 61]. 

“The cost of labor turnover is far greater than one would at first imagine. . . . In prac- 
tically every instance decreased turnover has been followed by increased production and 
lessened cost. One concern reduced its turnover from 150 per cent to 33.5 per cent, and 
its manufacturing cost was lowered by 10 per cent and its production increased by 42 per 
cent” [2, pp. 69, 71]. 

See also [3, pp. 12-13][12, pp. 197, 203, 205]. 

By 1929, however, it was possible to state: “The trend of labor turnover has been 
distinctly downwards during the last ten years, to such an extent, indeed, that the subject 
is no longer considered as of primary importance” [10, p. 300]. 
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plenty of time to accumulate work credits after coming to rest. The 
older worker, on the other hand, is disinclined to change employment 
for a good many reasons even in the absence of seniority and fringe 
benefits—particularly the difficulty of securing another job, the prob- 
able loss of economic status, and his settled way of life generally. 

The function of voluntary turnover has been admirably described 
by Lloyd G. Reynolds: 


Voluntary mobility is essentially a form of job shopping by workers. . . . 
Workers have great difficulty in judging the attractiveness of a job by 
talking it over in the company’s employment office. The only way to 
judge it accurately is to work on it a while. After a few weeks or months 
of work, one can tell whether the job is worth keeping. This explains 
why quits are most frequent during the first few months of service and 
diminish rapidly after that point [19, p. 22].° 


Innumerable labor mobility studies confirm this analysis. “So uni- 
versally has mobility been found to decline with advancing age that 
this relationship may be regarded as conclusively established” [18, p. 
102]. The inverse correlation between age and mobility has been 
demonstrated in surveys of various Philadelphia work groups in the 
1920’s and 1930’s [16, p. 49] [11, p. 116] [17, p. 20], sample studies 
of employees with OASI wage credits in the 1940’s [1, pp. 70-71] [4, 
p. 33], and most recently in Eldridge and Wolkstein’s careful analysis 
of a sample of the entire labor force [9, p. 103]. 

These studies certainly throw doubt on the proposition that the 
moderate decline in the quit rate during recent years can be explained 
by seniority clauses and negotiated fringe benefits. They are not con- 
clusive on the point, however, for the rate of turnover among older 
workers, although relatively low, is still considerable. The matter be- 
comes much clearer when turnover rates and quit rates are correlated 
with length of service. Here the inverse relationship is much more 
striking. Thus, in his study of New Haven manual workers, Reynolds 
found that 71 per cent of “voluntary changers” had less than 3 years’ 
service in the establishment; 80 per cent had less than 5 years; 94 
per cent had less than 10 years. (This was a predominantly nonunion 
group, incidentally.) Reynolds concluded that “the propensity to move 
declines sharply with increasing length of service; it is slight after 
three years and negligible after ten years of work in the same plant” 
[19, p. 21]. 

This condition has prevailed as far back as labor turnover statistics 
have been available. As early as 1913-14, Brissenden and Frankel 

* The present writer has shown that the discharge is another phase of the trial-and-error 


process during the initial period of employment. Most discharged employees have low 
seniority status. See [21, pp. 29, 49]. 
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found that 81.3 per cent of all “separations” had been on the payroll 
less than a year, and 89.4 per cent less then two years. For 1917-18, 
the corresponding figures were 83.9 per cent and 91 per cent [6, p. 51] 
[23, pp. 54-57] [26, pp. 39-41]. Thus even the enormous labor turn- 
over prior to 1920 was concentrated almost entirely among junior em- 
ployees. The most recent demonstration is found in a series of labor 
market studies issued in 1956. These were conducted in seven metro- 
politan areas, by state agencies or local universities, and were coordi- 
nated by the U. S. Bureau of Employment Security. To a considerable 
extent, a common format and standardized survey and statistical 
methods were used. The data for Minneapolis-St. Paul, Detroit, Phil- 
adelphia and Worcester, are most comparable.’ Although quit rates are 
not tabulated by age and seniority, the total separation rates are most 
instructive. The average monthly separation rate for all workers dur- 
ing the sampling period varied between 1.6 per cent in Philadelphia and 
3.9 per cent in Minneapolis-St. Paul. Among junior employees with less 
than 1 year’s seniority, the rate varied between 7 per cent in Philadel- 
phia and 11.8 per cent in Worcester. For those with 1 to 4 years, it 
lay between 2 and 3 per cent in all cases. For employees with 5 to 9 
years of service, the rate is less than 1 per cent per month in each 
area; and after 10 years, it becomes very low. Keeping in mind that 
these are total separation rates, we can be sure that quit rates are negli- 
gible indeed for workers with any substantial seniority—[28] [29] 
[30] [31]—Appendix or suppl. Table 4(c) in each. 

It is true that firms with pension plans generally have lower separa- 
tion and quit rates than firms without pension plans. One should be 
careful not to jump at conclusions, however. Firms which are likely to 
adopt pensions plans are also likely to have lower separation rates for 
independent reasons. The recent Los Angeles labor market study, for 
example, shows that pension plans are associated with low turnover. 
But pension plans are also relatively more frequent in the larger firms 
and in nonseasonal industries [27, p. 53]. It is well established that 
large firms tend to have low turnover rates, probably because of abund- 
ant opportunities for promotion and transfer; and the same is true of 
nonseasonal industries; almost by definition. In the Minneapolis-St. 
Paul study, the higher quit rates among firms not having pension plans 
virtually disappear when size of firm is held constant. In the Philadel- 
phia study, such firms do not have higher separation or quit rates. 
They do in Detroit, however, even when size of firm is held constant— 
[29] [30] [31] Appendix or Supplementary Table 7(a) in each. Cer- 
tainly it cannot be claimed that these studies are conclusive on the 


*The San Francisco report is generally on a par with the four named above, except 
that an error in calculation seems to have crept into some of the tables. 
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point. But at the least, they are sufficient to show the danger of spuri- 
ous correlations between pension plans and turnover rates. 

The material analyzed thus far in this section shows that a very high 
proportion of labor turnover is concentrated among youthful workers, 
and that practically all is concentrated among short-service employees. 
These facts render it most unlikely that the reduction in the quit rate 
can be explained by the attractiveness of seniority protection, group 
insurance and industrial pensions. 

It is likely that several other causes are responsible for the moderate 
decline in the quit rate during recent years: 

1. The spread of unionism. In the pre-union period, the most com- 
mon method of expressing dissatisfaction was to quit. Nonunion work- 
men have been known to strike, and sabotage and slowdowns were 
available expedients; but generally if the employee became unhappy 
enough, he could move off elsewhere. Under unionism this individ- 
ualistic method of exhibiting and relieving discontent has been replaced 
by concerted action, which can be invoked without quitting jobs. 
Furthermore, many of the most obnoxious features of factory life have 
been removed; and although discontent is the normal condition of man- 
kind, the American factory worker’s grounds for discontent are more 
relative and technical than they were a generation ago. The appalling 
conditions which once drove men out of their jobs have largely disap- 
peared. 

2. Aging of the labor force. “Aging” means that fewer employees 
are going through the experimental phase of their working lives. It 
results from the relatively small number of young people reaching 
working age, and reflects the low birth rates of the 1920’s and 1930’s. 
In 1940, 14.5 per cent of the civilian labor force in the United States 
were between 20 and 24 years of age. As countless surveys have shown, 
this age group accounts for a very large part of all labor turnover. By 
1956, only 8.8 per cent of the labor force were between 20 and 24. 
Another relatively young age group (25 to 34 years) declined to a 
somewhat smaller extent, from 25.7 per cent to 22.2 per cent of the 
labor force. Over the same period, the proportion of “mature” workers 
in the civilian labor force (a comfortable euphemism designating those 
between 45 and 64) increased steadily. It stood at 27.2 per cent in 
1940 and 33.0 per cent in 1956.° 

It is interesting to note that the proportion of young people in the 
labor force has in all probability about reached bottom. The large age 
generations of the 1940’s will soon be ready for work. In due course 

* Sources of civilian labor force statistics: [32, pp. 1-254][33, p. 22]. Statistics on the age 


of distribution of manufacturing employees would be the most pertinent, since turnover 
data are limited to manufacturing. Unfortunately such statistics are not available. 
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of time they will be followed by the even larger generations of the 
1950’s. (There were 2,155,000 live births in the United States in 1935, 
2,360,000 in 1940, 2,735,000 in 1945, 3,554,000 in 1950 and 4,168,000 
in 1956 [34, p. 56].) These new workers will go through their own 
periods of trial and error, and eventually settle into their own grooves. 
If the present analysis is valid, it follows that quit rates in 1966 should 
be considerably higher than those prevalent today. 

It may well be, however, that most of the new workers will not find 
their way into the manufacturing industries where quit rates are meas- 
ured. (The reasons for this expectation are explained in the next para- 
graph.) Therefore it is quite possible that manufacturing industries 
will not participate fully in the “de-aging” of the labor force and the 
concurrent increase in the quite rate during the 1960’s. 

3. Stability of manufacturing employment can be listed as a third 
reason why the quit rate among factory workers has recently declined, 
as well as explaining why it is less likely to increase during the next 
decade. It will be remembered that manufacturing employment re- 
mained stable from 1924 through 1928; and this fact has been cited 
as one explanation for the declining quit rates in the second half of the 
1920’s. During the present decade, the number of production workers 
in manufacturing has not increased since 1951. In contrast, employ- 
ment in various white-collar fields such as wholesale and retail trade, 
finance, insurance, government, etc., has moved up sharply [34, 
p. 202]. Since young persons entering the labor market gravitate 
toward expanding areas of activity, the new entrants have been at- 
tracted into nonmanufacturing industries to a disproportionate extent. 
Presumably labor turnover rates have increased there, but unfortu- 
nately we have no measures. At the same time they have been depressed 
in manufacturing. 

Corroboration is found in the fact that the manufacturing labor force 
has “aged” considerably faster than the total labor force. This was 
already evident by 1950, as Table 2 shows. It is believed that the dis- 
parity is considerably greater at the present time. The proportion of 
employees in the mobile phase of working life has become even smaller 
than otherwise would have been the case. 

4. Effect of seniority rules. Age and length of service are intimately 
related. While there are no statistics on the seniority status of em- 
ployees in manufacturing, undoubtedly the average factory worker has 
a greater length of service today than he did ten or fifteen years ago. 
And’ the quit rate almost drops out of sight for workers with more than 
five years of employment in a given establishment. Wholly aside from 
any effect on motivation, seniority rules have facilitated the preserva- 
tion of a stable work force in the manufacturing industries. Even the 
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short-service employee is protected against replacement by a younger 
worker from the outside as long as he survives his probationary period 
and is not discharged for cause. (This factor is particularly important 
in industries where seasonal layoffs are important, such as the manu- 
facture of automobiles and ladies’ garments.) Thus he is kept on the 
payroll to the point where he reaches a decision to “stay put,” and his 
trial-and-error period can be said to have closed. Thereafter, the guar- 
antee of being rehired after layoff and the protection against arbitrary 


TABLE 2.—MEpIAN AGE OF EmpLoveD WorKERS, UNITED STATES, BY 
InpustTrRY AND SEx, 1940 anp 1950 


Males Females 


1940 1950 | Increase} 1940 1950 | Increase 


All industries 38.3 39.7 | 1.4 yrs. 32.3 36.4 | 4.1 yrs. 
Manufacturing industries 36.0 38.4 | 2.4 yrs. 29.8 34.5 | 4.7 yrs. 


Sources: U. S. Dept. Commerce, Bur. Census, Sixteenth Census of the United States: 1940: 
Population: Vol. Il, The Labor Force; Pt. 1, United States Summary, Washington 1943, pp. 
197, 199; and Census of Population: 1950, Vol. II, pp. 1-286, 287. 


discharge permit him to carry his decision into effect.? Although senior- 
ity rules have thus contributed indirectly to the moderate reduction of 
the quit rates in manufacturing during recent years, they have done 
so not by virtue of their attractiveness and not by tying men to their 
jobs, but rather by tiding them over the trial-and-error period. 

Of these various causes of the moderate decline in the quit rate 
in recent years, the spread of unionism is probably not reversible. The 
“aging” of labor force on the other hand is reversible and is scheduled 
to be reversed. The stability of manufacturing employment as a 
“cause” does not have much social significance and would disappear 
if more extensive turnover data were available. The effect of seniority 
rules, finally, does not involve any diminished propensity to change 
jobs at a given level of seniority. 

Probably a complex of sociological factors should also be included 
as causes. People marry early, have children quickly, buy a tract 
house and imbed themselves in the slough of instalment debt. Then 
there is the prevailing mood of togetherness and the fear of disrupting 
the little ones by changing their schools. 

*“The propensity to change employers diminishes rapidly with increasing length of 
service. It is not entirely correct, however, to say that it is length of service which 
‘causes’ a worker to remain with an employer. It is at least equally correct to regard the 
acquisition of years of service as the result of a prior decision by the employee that the 


company is a good place to work” [19, p. 39]. Similarly, “Greater length of service is not 
an explanation of past immobility, but a description or measure of it” [18, p. 107]. 


| | 


918 THE AMERICAN ECONOMIC REVIEW 


All in all, little evidence can be found for the proposition that labor 
resources have become immobilized and a new industrial feudalism 
has been created because men can no longer afford to quit their jobs. 


AppeNDIx A—LABOR TURNOVER STATISTICS 


There are grave difficulties in using the available time series of turnover 
rates for comperative purposes. While the comparisons made in the foregoing 
article are considered valid, the reader is entitled to a description of the series. 
(Sources have already been cited at the bottom of Table 1). 

For the period 1910-18, Brissenden and Frankel pieced together some large 
government surveys with more fragmentary data to make a continuous series. 
The samples are very small except for 1913-14 and 1917-18. Aside from these 
two years, the industrial composition is not known, except that it included not 
only manufacturing but also nonmanufacturing industries, as well as certain 
activities excluded from later studies as being too seasonal. The employment 
base used to calculate turnover rates did not consist of actual employees. 
“Equivalent full-year workers” of 3,000 man-hours were used for this purpose. 
The aggregated rates are arithmetic means weighted by “equivalent full year” 
employment. 

Data for 1919-29 were gathered by the Metropolitan Life Insurance Com- 
pany. Again the inadequacy of the sample is evident, especially for the 1919- 
26 period when fewer than 160 firms of uncertain industrial and geographical 
composition were included. This time the employment basis is the average 
number of workers on the payroll; and the aggregated rates are unweighted 
medians. 

In 1930 the Bureau of Labor Statistics inaugurated the current series of 
turnover statistics. The sample of firms is much larger and undoubtedly more 
representative than those used in the earlier series. As in the original 1910-18 
studies, aggregate rates are weighted averages. Actual employment on the sur- 
vey date is used for the computation of rates. 

The most critical comparison, as we have noted, is between the quit rates 
in the late 1920’s and those in the 1950’s. Unfortunately the Metropolitan 
Life Insurance rates and the B.L.S. rates are only roughly comparable at best. 
We have no information as to the industries and plants represented in the 
Metropolitan surveys. Use of average monthly employment to calculate per- 
centages, rather than actual employment on the survey date, probably did 
not introduce any systematic bias. Median rates, used in the 1919-29 series, 
will certainly be different from the weighted averages used since 1930. If, as 
is likely, the larger firms have lower turnover rates, medians will run higher 
than weighted averages. 

Despite these difficulties, it is believed that the statistics are good enough 
for the present purposes. There are several reasons for this belief. First, a 
primary objective of this article has been to cast doubts on certain affirmative 
propositions. These propositions have been made without careful study of the 
available statistics and certainly without access to any better ones. Second, 
precision is not of crucial importance. General tendencies and relationships 
are more significant than exact quantities. Third, although a good part of the 
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statistical showing can Properly be questioned on grounds of sampling error, 
etc., there are so many indications pointing in the same direction as to suggest 
that the argument is probably valid. 
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PRICING OBJECTIVES IN LARGE COMPANIES 


By Ropert F. 


The recent sharpened interest of the “Kefauver Committee” in 
administered prices and inflation has focused attention once again on 
the inadequate state of knowledge of the price-making process.’ In 
particular, more empirical information is needed with respect to (a) 
the motivational hypothesis of the firm, i.e., the specific objectives upon 
which business firms base pricing decisions, and (b) the mechanics 
of price formulation. This article is addressed to the first problem; it 
will present some data on pricing objectives of the firm which have 
been developed in the course of a general study of pricing policies and 
practices of large industrial corporations. 


I. Scope of Present Study 


The procedure followed involved the postprandial variety of re-\ 
search. Lengthy interviews were undertaken with officials of twenty 
companies over periods ranging up to about one week in most cases.” 
A second set of interviews was undertaken several years later to fill 
in gaps in the data and to ascertain if any changes had been made in 
price policy since the original interviews. Pricing obviously being a 
sensitive area, some officials did not care to discuss their policies 
except in general terms, but these persons paved the way to individuals 
who were more willing and, in some cases, more aware of the practices 
employed and reasons for them. 


* The author is associate professor of economics at the State College of Washington. He 
is indebted to J. B. Dirlam and R. I. Thayer for helpful criticism and many substantive 
suggestions. This article is an outgrowth of work on a Brookings Institution study on 
Pricing in Big Business, by A. D. H. Kaplan, J. B. Dirlam and R. F. Lanzillotti. The author 
wishes to acknowledge the generous support of the Brookings Institution. The interpreta- 
tions and conclusions are those of the author and do not necessarily reflect the views of 
the Brookings Institution, its staff, or its trustees. 

*See Administered Prices, Hearings Before the Subcommittee on Antitrust and Monopoly 
of the Committee on the Judiciary, United States Senate, 85th Cong., 1st Sess., Washington 
1958. 

? The companies were selected from among the largest corporations on the basis of the 
willingness of management to cooperate by permitting extensive interviews with top com- 
pany officials: Aluminum Company of America, American Can, A & P Tea Company, du 
Pont, General Electric, General Foods, General Motors, Goodyear, Gulf, International Har- 
vester, Johns-Manville, Kennecott Copper, Kroger, National Steel, Sears, Standard of 
Indiana, Standard Oil Company of New Jersey (ESSO), Swift, Union Carbide, and U. S. 
Steel. 
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The questions were designed to elicit information concerning: (1) 
whether any formal or informal commercial goals had been adopted 
by the corporation; (2) the procedures emp mployed Tor implementing 
and evaluating the goal; (3) the techniques of price determination (i.e., 
the mechanics of pricing); and (4) the functions of pricing executives 
(individuals, committees, special divisions, etc.)—including extent of 
authority on price matters, kinds of materials utilized by them in 
setting prices, and relative weights given to various price-influencing 
factors. The portion of the information presented in this paper con- 
cerns, for each of the twenty companies, the principal and collateral 
objectives which are regarded as guiding pricing decisions. 

The twenty corporations have one feature in common: each of them 
is among the 200 largest industrial corporations, and over one-half 
fall with in the 100 largest industrials, in terms of assets. But they 
differ in a wide variety of ways from each other. Some, like Johns- 
Manville, U. S. Steel, International Harvester, and Union Carbide, 
dominate a whole industry and are price leaders. At the other extreme, 
there are companies like Swift and A & P which face so many com- 
petitors of various sizes and abilities that in spite of their absolute size 
they are very far from being able to make decisions for the market, and 
do not think of competition in terms of actions of one or a few com- . 
petitors. The other companies fall between these extremes. 


II. Company Goals: Rationalizations of Pricing Methods 


It is important to recognize at the outset that a company statement 
a of policy is not necessarily an accurate representation of what that 
policy is.* Also, company rationalizations of pricing do not always rep- 
resent the first step in planning price policy, and not all pricing of a 

given company is determined by the general company objective. 
; In a few cases officials insisted that there was little latitude in select- 
‘2 ing a policy. However, for the most part, the prominence of each of the 
~_ | corporations in their respective industries makes most of them masters, 
— “=>. to a significant degree, of_their fates; hence, they are able to adjust 

pricing to the company’s general goal. 
a/ Table 1 presents a summary of the principal and collateral pricing 
goals of the twenty companies as determined from interviews with their 
; respective officials. The most typical pricing objectives cited were: 
\ (1) pricing to achieve a target return on investment; (2) stabilization 
of price and margin; (3) pricing to realize a target market share; and 
* The following analysis is based up»n the author’s interpretations of views expressed 
orally by officials of the corporations concerned. Of course, neither the companies nor 
the author wish these views to be interpreted as necessarily the official views of the com- 
panies. 
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(4) pricing to meet or prevent competition. In most of the companies, 
one of the goals predominates, but as the listing of collateral objectives 
indicates, price-making by any one firm was not always ruled by a 
single policy objective.* 


III. Pricing to Achieve a Target Return on Investment 


Target return on investment was perhaps the most frequently men- 
tioned of pricing goals.* About one-half of the companies explicitly in- 
dicated that their pricing policies were based mainly upon the objective 
of realizing a particular rate of return on investment, in a given year, 
over the Jong haul, or both; but in most cases the target was regarded 
as a long-run objective. The average of the targets mentioned was 14 
per cent (after taxes); only one was below 10 per cent; and the highest 
was 20 per cent. 

Under this pricing system both costs and profit goals are based not 
upon the volume level which is necessarily expected over a short period, 
but rather on standard volume; and the margins added to standard 
costs are designed to produce the target profit rate on investment, as- 
suming standard volume to be the long-run average rate of plant utiliza- 
tion. In effect, the procedure is designed to prevent cyclical or shorter- 
run changes in volume or product-mix from unduly affecting price, 
with the expectation that the averaging of fluctuations in cost and de- 
mand over the business cycle will produce a particular rate of return 
on investment. 


Firms that_were conscious of shooti r a particular tar: 


“To illustrate, in U. S. Steel, out of a variety of divergent views mentioned, three ra- 
tionales can be distinguished. (1) The first is the “ideal” price, i.e., pricing that is believed 
to be “just, fair, and economic,” with reference to a general target of about 8 per cent 
after taxes on stockholders’ investment plus long-term debt. This strand is colored by the 
management’s concept of the corporation as the industry leader vested with the responsi- 
bilities and subject to the inhibitions of a public utility. In fact, one official said he was 
“unable to understand or properly describe the Corporation’s pricing policy except as 
something like the approach of the public utilities.” (2) The second rationale centers on the 
difference between the “ideal” system and what officials regard as the “practical exigen- 
cies of steel price-making,” i.e., limitations imposed upon price policy “by followers who 
are disloyal and prices of competitive products that get out of hand.” (3) A third policy 
objective is essentially a target market share and is embodied in the motto: “to obtain as 
a minimum that share of all markets for the products sold, product by product, and 
territory by territory, to which the corporation’s capacity in relation to the industry as the 
whole entitles it, and to accomplish this participation ratio through the exercise of judg- 
ment so as to insure the maximum continuing return on investment to the Corporation.” 

*Target-return pricing is defined as the building up of a price structure designed to 
provide such a return on capital employed for specific products, product groups, and 
divisions, as to yield a predetermined corporate average return. In most cases manage- 
ments referred to stockholders’ equity (net worth) plus long-term debt. Usually a standard 
cost system is used as a means of allocating fixed cost to various product divisions, with 
the standards premised on an assumed rate of production, typically about 70 per cent 
to 80 per cent of capacity, and an assumed product-mix as “normal.” 
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on investment in their price policies were those that sold products 
in a market or markets more or less protected and in which the com- 
panies were leaders in their respective industries. In Alcoa, du Pont, 
Esso, General Electric, General Motors, International Harvester, 
Johns-Manville, Union Carbide, and U. S. Steel, the pricing of many 
products was hinged to this particular objective, and with the expecta- 
tion of being able to reach the target return. Target-return pricing was 
usually tied in with a long-run view of prices, especially on new prod- 
ucts where an “orderly” stepping down (“cascading”) of prices was 
followed by du Pont, Union Carbide, and Alcoa. 
c should be made, however, between those companies 

that use target return on investment as a rigid and primary guide to 
pricing and those to whom it is more useful as a benchmark in an area 
where prices otherwise might be subject to wide and dangerous varia- 
tions.® 

Columns 4 and 5 of Table 1 show the average and range of the profit 
rates realized by the twenty companies over the 1947-1955 period. It 
will be noted that the target figures are /ess than the actual returns: 
for the nine-year period, the target-return companies earned on the 
average slightly more to substantially more than their indicated profit 
objective (International Harvester being the only exception). Also, 
there is a rather wide range in the profit rates for each company.’ 

The actual profit rates may be higher than the targets for several 
possible reasons: (a) the targets may only be nominal or minimal goals 
(which is suggested by footnote 7); (b) the generally prosperous 
nature of the period in question in which company operations exceeded 

*To illustrate, the use of rate-of-return pricing by U. S. Steel (likened by its officials 
to a public utility’s “fair return”), apparently has not always been consistently followed. 
Under market pressure, U. S. Steel has at times had to accept much less than this return; 
when desperate for business, as in 1938, its competitors offered substantial concessions 
below published prices on almost every type of business. A very different situation shows 
up in the discussions of the target return by officials of General Motors. Instead of vainly 
attempting to realize its target in good years and bad, General Motors takes a long- 
run view and has sufficient_gssurance of its retention of a minimum market share to 
accept a diminished profit note in years when diminished output bears a heavy unal- 
located overhead. Du Pont seems to assume its ability to realize a target return, es- 
pecially in connection with new products. The same could be said for Union Carbide, the 
other chemical producer in the sample. International Harvester, although as vulnerable 
as U. S. Steel to wide swings in volume of business, appeared to be less worried by 
competitors’ ability to jeopardize its prices based on long-run normal cost and return. 
Harvester was not able to maintain its prices during the great depression, and there is 
no evidence that such reductions as it made correspond merely to changes in direct cost. 
But in spite of frank admission by Harvester’s management that the company was faced 
by tough competition, company officials appeared to be much more independent in their 
pricing policy than U.S. S 

‘If the lowest figure for each firm is omitted, however, the low side of the range of 
returns approximates the target figure. This is especially true of Alcoa, du Pont, Johns- 
Manville, Union Carbide, and U. S. Steel. 
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“normal” or average percentage of capacity upon which costs and 
prices were determined; and (c) some of the companies have found 
that pricing on an historical-cost basis using the company’s traditional 
objective does not provide adequate capital for replacement and ex- 
pansion at current costs, and accordingly have made allowance for this 
factor in their pricing formulas.* Thus, if actual profit rates were “ad- 
justed” for changes in the price level, the actual profits vould more 
closely approximate the stated targets. 

Whichever of the foregoing may be the most plausible explanation 
of the differences between actual and target profit rates, the findings 
indicate that a distinction must be made between year-to-year and 
secular profits objectives. The evidence on actual profit rates, taken 
in conjunction with the targets mentioned, raises serious questions 
whether these companies are attempting to “maximize” profits on a 
year-to-year basis. Moreover, to construe the actual profit rates (as 
against target rates) as evidence of a long-run maximization policy 
would require the demonstration that the prices charged were based 
not upon the targets but on what the firms believed they could get as 
a maximum. In any event, for this sample of firms and for this time 
period, there are limitations upon profit maximization as an adequate 
explanation of the relationships between profit targets and actual profit 
rates. 

It is perhaps significant that there has been an increasing tendency 
in recent years for the companies in the sample to adopt some form of 
target-return pricing, either across-the-board or at least for particular 
products. In a few cases it was found that managements had developed 
a target-return policy between the time of the first interviews with the 
company and subsequent interviews several years later. The reasons 
for this movement toward greater use of a target-return approach are 
varied, but the major influences seem to have been: (a) an increasing 
awareness of and concern by managements for profit-capital-invest- 
ment planning and capital budgeting, especially in the conglomerate 
company within which there is keen competition for capital funds by 
many units; (b) the desire for a good common denominator for evalu- 
ating the performance of divisions and product groups; (c) the war- 
time experiences of most of the companies with “cost-plus,” “cost plus 

*When U. S. Steel, for example, announces an increase in its base prices, it usually 
justifies its action in terms of increased direct costs, especially labor costs. But that rising 
capital costs have also influenced the prices set in recent years is suggested by President 
Hood’s announcement in connection with the $8.50 increase in 1956: 

“The new prices do not provide a solution to the problem that United States Steel 
faces with respect to inadequate depreciation allowances for the replacement of obsolete 
and outworn facilities, nor do they attempt to provide a solution to the many problems 


attending the expansion program upon which United States Steel is currently engaged” 
New York Times, August 7, 1956, p. 10. 
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fixed fee,” and other contractual arrangements with the government 
which focused attention on the return on investment; and (d) the 
emulation, by competitors and others, of succesful large companies 
which have followed a target-return policy for many years (several 
companies in the sample mentioned that they had patterned their gen- 
eral target-return policy after that of du Pont or General Motors). 

It is not surprising that new products above all are singled out for 
target-return pricing. Since they have no close rivals, new products are 
usually expected to produce a predetermined level of profit return on 
the investment represented.’ No rigid length of time after the intro- 
duction of the product was mentioned in which the target is supposed 
to be achieved. However, the time horizon is more short range vis-a-vis 
established products in the sense that the target payout is delineated 
from the start.*° Accordingly, pricing may take the form of “skimming” 
the market by exploiting the inelasticity of demand in different markets 
(maintaining a selected price as long as actual or potential competition 
permits), or a “penetration” price policy designed to develop mass 
markets via relatively low prices, provided a rapid expansion of the 


*A good example of the kinds of data utilized in determining which new products will 
be added or which existing facilities will be expanded is one company’s procedure for 
capital investment decisions. The request by a division for new funds shows (a) esti- 
mated new commitment (new fixed investment, working capital, and noncapital expendi- 
tures); (b) estimated total utilized investment (the new investment plus transfer of 
existing investment); (c) estimated annual operating income (i.e., income before depre- 
ciation, amortization, depletion, other income and income taxes); and (d) estimated 
return on investment income, which is shown both as a ratio to the new commitment and 
the total utilized investment. No figure was mentioned as a minimum return; normally 
new products were expected to return better than the corporate average, but expansions 
of existing facilities have been made on a projected return of no greater than 20 to 25 per 
cent before taxes. 

An elaborate check-off list is designed to insure attention to various aspects of projected 
demand, supply, costs, and competition. Of particular interest are such items as: capacities, 
captive requirements and future expansion plans of competitiors; company’s estimated 
market share before and after expansion; degree of diversity of customers; extent to 
which success of venture depends upon short- or long-term contracts; the effects of changes 
in tariff rates on competition from abroad; selling prices used for sales to other units of 
the company; shape of short-run unit cost curve; comparative cost position of competitors; 
the degree to which an alternative exists of either making or buying important inter- 
mediates; flexibility of proposed facilities for production of other products; the prob- 
abilities of obsolesence of the process or products; and the relative position of .he com- 
pany with respect to research and development, technical knowledge, labor supply, patents, 
and raw materials. 

* The problem here is not simply one of the target return and target payout period, 
but rather one of balancing the desire to recoup development and other investment costs 
as rapidly as possible against the desire to prolong the period from distinctiveness to 
obsolescence by discouraging potential competitors with a relatively low-price or low- 
profits policy. The most rapid recovery of investment mentioned was one year, with two 
years not infrequently mentioned, especially where the innovative monopoly was not 
expected to last long or process secrecy was not secure. Also, there did not appear to be 
any consistent relationship between the presence of patent protection and the payout 
period. 
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market and higher returns may be obtained later. This approach is 
most typical of du Pont, Union Carbide, Alcoa, International Har- 
vester, and General Foods. The prescribed target for new products is 
usually higher than on established products, at least initially. But the 
target approach is not limited to unique products; it is also typical 
of low-unit-profit high-volume commodities (e.g., steel, aluminum, and 
chemicals). 

Minimum target profit figures also are used by most of the com- 
panies as a basis for sloughing off products and in arriving at “make-or- 
buy” decisions. An exact minimum target figure was rarely mentioned, 
but good justifications were required of operating divisions or product 
departments when returns consistently fell below the corporate aver- 
age. Not infrequently, officers made statements along the following 
lines: “If the average corporate return were, say, 20 per cent and 
the return on investment for a particular item kept falling below 10 
per cent, it would be dropped unless (a) a good customer needs it in 
order to keep a full line, or (b) it is a by-product anyhow, and anything 
it brings in is really gravy.” 

A variety of explanations was given by the companies to justify the 
particular size of the profit target used as a guide in pricing decisions. 
The most frequently mentioned rationalizations included: (a) fair 
or reasonable return, (b) the traditional industry concept of fair return 
in relation to risk factors, (c) desire to equal or better the corporation 
average return over a recent period, (d) what the company felt it could 
get as a long-run matter, and (e) use of a specific profit target as a 
means of stabilizing industry prices. At least one of the foregoing, and 
most frequently the first, was mentioned by the companies interviewed, 
and in a few cases the entire list was offered as justification for the 
company profit goal. 

This reinforces the observation made earlier that no one single ob- 
jective or policy rules all price-making in any given company. In fact, 
in many companies a close interrelationship exists among target-return 
pricing, desire to stabilize prices, and target market-share (either a 
minimum or maximum objective); this is especially true of U. S. Steel, 
Union Carbide, and Johns-Manville. It would seem, however, that a 
target-return approach is ordinarly incompatible with a market-share 
policy; that is, if a company desires to expand its share of the market, 
it will be inclined to place less emphasis on rigid adherence to a pre- 
determined target. 


IV. Stabilization of Price and Margin 


The drive for stabilized prices by companies like U. S. Steel, Alcoa, 
International Harvester, Johns-Manville, du Pont, and Union Carbide 
involves both expectation of proper reward for duty done, i.e., “proper” 
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prices, and a sense of noblesse oblige. Having earned what is necessary 
during poor times to provide an adequate return, they will refrain 
from upping the price as high as the traffic will:bear in prosperity. 


. _ Likewise, in pricing different items in the product line, there will be an 


effort (sustained in individual cases by the pricing executive’s con- 
science) to refrain from exploiting any item beyond the limit set by 
cost-plus. 

The distinction between target return on investment as a pricing 
philosophy and cost-plus pricing in the companies surveyed is difficult 
to define. Some of the companies that clearly employ the target-return- 
on-investment procedure in pricing new products—the area of most 
frequent use of target-return pricing—use cost-plus pricing for other 
products. The difference between the two rationalizations lies in the 
extent to which the company is willing to push beyond the limits of 
a pricing method to some average-return philosophy. According to a 
General Motors executive, the target plays a prominent role in the for- 
mulation of the cost-plus method." But in the case of International 
Harvester, U. S. Steel, A & P, Johns-Manville, Alcoa, or Union Car- 
bide, it seems fair to say that the pricing executive set the prices of 
many products on a cost-plus basis (except where competition pre- 
cludes such action) without questioning the appropriateness of the 
traditional mark-up. ~ 

Cost-plus, therefore, may be viewed as one step on the road to re- 
turn-on-investment as a guide, or precept for price policy. But some 
firms never go any farther. The standard can be accepted as self-suffi- 
cient; just as the target-return perhaps needs no modification to make 
it accord with profit maximization (with all the necessary qualifica- 
tions). Pricing executives seldom look beyond the particular formula 
with which they are accustomed to justify their decisions. They differ- 
entiate between price policies according to the degree of control they 
exercise; but not by the gap between the price policy and an ideal of 
profit maximization. They appear as ready to accept cost-plus at a 
reasonable volume as an ultimate standard for pricing as any other 


principle. 
V. Target Market-Share 


A maximum or minimum share of the market as a determinant of 
pricing policy was listed almost as frequently, and seemed to govern 
policy almost to the same extent as target-return on investment. Share 


™ See Donaldson Brown, “Pricing in Relation to Financial Control,” Manag. and Admin., 
Feb. 1924, 7, 195-98, 283-86, 417-22. This may seem to be a rather old reference, but 
General Motors officials cited it so frequently as an accurate representation of their present- 
day pricing that it warrants emphasis. 
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of the market was ordinarily thought of in terms of a maximum, bear- 
ing witness to the power of the corporations interviewed. Being giants, 
they were careful to limit themselves; they apparently did not wish 
to gobble up any market they entered, unless it was one which they had 
created, like nylon, asbestos pipe, aluminum screen wire, cable prod- 
ucts, or some synthetic chemical. 

Hence, the target share of the market as a guide to pricing tended 
to be used for those products in which the firm did not, at the outset, 
enjoy a patent or innovative monopoly. Du Pont made no mention 
of shooting for a given share of the cellophane or nylon market, nor 
did Union Carbide in the Prestone market; Johns-Manville set no 
limit to its market share in specialized insulation materials; American 
Can was not thinking in terms of winning against stiff competition a 
moderate share of the market for vacuum packed cans; nor was Alcoa 
in the wire and cable market. But a General Electric official spoke at 
length of the company’s policy of not exceeding 50 per cent of any 
given market because it then would become too vulnerable to competi- 
tion.” Johns-Manville officials likewise indicated that product and sales 
development are geared to attaining a given percentage of the market 
for a product line. The company endeavors, executives indicated, to 
maintain the offensive, rather than to be subject to attack because of 
their large product share. The company felt strongly that 20 per cent 
of competitive markets was the maximum share in which it was inter- 
ested. This policy ruled in those areas where Johns-Manville was not 
the price leader. It stresses sales, service, and superior quality of its 
product in order to maintain its prices somewhat above those of its 
competitors. Apparently the program of reaching no more than a given 
market-share and of moving ahead against competition does not find 
expression in price reductions. 

It is not possible to reach any general conclusions from comparisons 
of target market-shares and actual share of business realized by the 
companies mentioning this as a policy for pricing purposes. This is due 
on the one hand to the unwillingness of the companies to specify in 
detail particular target-share percentages, and on the other to the lack 
of sufficiently detailed information for the companies in question, es- 


“ He stated, “The company would rather be pushing to expand a 25 per cent share than 
defending a 50 per cent share.” As a matter of fact, he indicated, there were few instances 
where G. E. had more than 22 to 25 per cent of a market. In substance, this means that 
when G. E. enters an appliance field with a new product, it will price to match its com- 
petitors. The company believes that it has been a downward price leader on appliances 
generally, however, and that both its postwar attempt to lead in price reductions and its 
long-term reduction in margins (its over-all margins were said to be only 58 per cent as high 
as in 1940) demonstrates that it has not been content merely to follow the ruling price 
after moving into a field. 
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pecially for the highly diversified firms. Patently, most of these com- 
panies have very significant proportions of national markets.’* 


VI. “Meeting or Matching Competition” 


To some of the officials interviewed, the requirement that the product 
price “meet competition” appeared, at first glance, to preclude the 
existence of any pricing policy at all. Meeting competition according to 
their view cannot be regarded as a rationalization of action; it is the 
action itself. 

The rationalization of this policy of meeting competition is far from 
elaborate; at first blush it is perhaps unnecessary. How can “meeting 
competition” be dignified as one out of several alternative guides to 
action? In chemicals, du Pont seems to apply a rule of thumb of adopt- 
ing the going price in the markets for many standardized products 
where it never had or else had lost the leadership—e.g., carbon tetra- 
chloride, hydrogen peroxide, disodium phosphate, nitric acid, hydro- 
chloric acid, and various rubber chemicals. Moreover, in the case of 
many products selling on a freight-equalization basis, prices were not 
set at a high executive level; the pricing in many cases had not been 
reviewed for years, having been established beyond the ken of anyone 
now in the organization. Yet, even here there is perhaps more discre- 
tion than the officials are willing or accustomed to admit. In the pricing 
of neozone, du Pont was forced—though it had introduced the chemical 
—to change its price policy because of the tactics of competitors, who 
shifted the basing point. But need the matter have stopped there? 
Was there not a decision by du Pont to go no further than matching 
the Akron-based price? In many other cases du Pont undoubtedly 
could, if it chose, have altered the basing points or other features of the 
marketing of chemicals of which it produced more than an incon- 
sequential market share. 


One interesting example of the connection between pricing (livestock bidding), market 
share, and investment policy is found in Swift. An analysis of livestock buying raises the 
question whether there is something of an understanding by the major packers of what 
constitutes their “normal share” of the animals sold in given public stockyards, which was 
the essence of the Department of Justice’s complaint (1948) against Armour, Swift, Cudahy, 
and Wilson (since dismissed). It would seem that the relative constancy of the proportions 
of livestock purchased by the principal meat packers is traceable in large part to the short- 
run fixity of plant capacity, the desire to keep that plant operating at least up to a specific 
minimum level of utilization (governed partly by labor commitments), and the ever present 
threat that another packer may secure a larger share of the animals and the market for 
dressed meats. In view of these considerations, the percentages of animals purchased by the 
major packers would logically evidence substantial constancy over periods of weeks or 
months in given markets. But, unless this same approach is carried over into the planning 
of plant sizes in new locations (or enlargement of established plants), as well as the rate 
of utilization of these facilities, this would seem to be an insufficient explanation for the 
long-run stability of shares. 
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In many cases the policy of meeting competition appears to be 
materially influenced by market-share psychology. Esso Standard, 
while going to great lengths to devise a cost-plus theory, has modified 
it when and where it seemed necessary or desirable. Standard of In- 
diana was even more specific in basing its policies on “meeting”—or 
forestalling—competition. Esso and, to a much lesser extent, Standard 
of Indiana refrained from publishing or trying to reduce to definiteness 
the details of the policy. A number of questions related to the com- 
panies’ rationalizations are basic to understanding the functioning of 
the policy, for clearly neither company changed prices instantaneously 
when facing “competition”: Did they meet the exact price charged, at 
the refinery or to the retail dealer? How long did a substandard price 
have to prevail before it could undermine a cost-plus price? Whose 
competitive price brought action? How were competitors rated in effec- 
tiveness? Answers to these questions are basic to an understanding of 
the policy. But the oil companies have not divulged the facts that would 
permit full and consistent treatment of the theory of “meeting competi- 
tion” as seen by their managements. 

It seems also that in some cases the companies are not simply meet- 
ing competition—they are preventing it. This appears to have been 
the purpose of A & P in localizing price cuts to make matters difficult 
for a competitive store on its opening day, or General Foods in reduc- 
ing the price of Certo and Sur-Jell in the Northwest where rival pectins 
were strong.** Standard of Indiana, a dominant seller not overfond of 
price wars, may easily justify meeting competition locally on the basis 
that the policy offers a permanent threat to potential price-cutters. 

In other cases, the companies are aware of specific competitive prod- 
ucts whose prices must be matched by their own if volume is to be ex- 
panded. Union Carbide knew that its synthetic organic chemicals, like 
the various alcohols, had to meet or undersell the price of the natural 
products if the investment was ever to be returned. In other cases, 
where a standardized commodity—e.g., bakery flour, livestock feeds, 
and frozen fish sold by General Foods, flour by General Mills, or 
wholesale meat by Swift—is simply marketed at a price over which no 
firm, or even sggall group of firms, can have control, then pricing policy 
ceases to have Meaning. The phrase “meeting competition” is either 

“This information was not provided by the companies when interviewed, but is based 
on statements in the A & P antitrust case and the General Foods F. T. C. case made by 
officials of the respective companies. An A & P official of the Atlantic Division, for example, 
said, “It might be necessary for us to operate unprofitably for several weeks . . . reducing 
our line of [sic] 10% several weeks prior to the time the competitor plans to open so that 
people in the comunity will be impressed with our low prices. . . .” U.S. v. New York Great 
Atlantic and Pacific Tea Co., Inc., 67 F. Supp. 626 (1946), p. 668; see also ibid., pp. 667, 
669, and Government Brief, pp. 909, 931; and General Foods, F. T. C. Docket No. 5675, 
Complaint, July 7, 1949. 
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inapplicable or inaccurate, since there is no specific competition to meet 
—only the market price. 


VII. Other Rationalizations 


There are other pegs on which managements hang pricing decisions. 
In view of American Can’s undisputed (at least until 1954) leadership 
in the metal container industry, and its bargaining power vis-a-vis 
both its suppliers and customers, it is somewhat surprising that the 
company should not have set out an explicit pricing goal in terms of 
return on investment. The management seems to be more concerned 
with the assurance of funds for innovating research than any particular 
target return on investment, although the maintenance of its market 
share through its closing-machine leasing policy indirectly accomplishes 
the same objective. The company’s pricing policy could be construed 
as “marginal” in the sense that it automatically (via its contracts) 
transmits to its customers increases or decreases in costs of materials 
(tin plate) or labor in the can factories. In turn, this adjustability in 
price seems to have had the effect of stabilizing American Can’s 
margin, the price of its services as the owner of can-closing equipment 
and engineering services, and, at the same time, the price of cans 
throughout the canning season. 

The companies cited’ many instances involving the need for resolu- 
tion of conflicts of interest between integrated and nonintegrated firms 
and between established giants and newcomers, which displaced the 
usual bases for their pricing decisions. The Robinson-Patman and 
Sherman Acts, even when they have not been the basis for actions 
against the companies, were used as fundamental rationalizations of 
policy. 

VIII. A Composite View of Pricing Objectives 

Because it is big the large firm envisages itself as a part of a socially 
integrated group, with responsibilities for the whole pipeline and produc- 
tion (including full-line offerings) and associated distribution. They see 
themselves in a continuing relationship not only with their own distrib- 
utors, but even with dealers and ultimate customers, and with their 
suppliers—even when the latter lacked, or especially when they lacked, 
the bargaining power of a larger firm. The market, in effect, is regarded 
as a creature of the firm, and the firm has the responsibility for preserv- 
ing these relationships and perpetuating its own position. 

The size of these firms also makes them an obvious target for anti- 
trust suits, legislation, Congressional investigation, and similar restrain- 
ing forces. To a certain extent, size thus entails a vulnerability and gen- 


© erates a sense of noblesse oblige. This is reinforced by the disposition 
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e of the government and the community generally to look on and appeal 
| to these firms as “pattern-setters” for industry generally; and in pricing 
' they are expected to avoid taking full advantage of immediate profit 
' opportunities. This attitude is perhaps most clearly expressed in the 
" | Economic Report of the President of January 1957, which stated: 
s i Specifically, business and labor leadership have the responsibility to reach 
e agreements on wages and other labor benefits that are fair to the rest of 
f the community as well as to those persons immediately involved... . 
d And business must recognize the broad public interest in price set on their 
. _ products and services. (p. 3, italics added.) 
t | From this point, it is an easy step to the position taken by the typical , 


. large firm that it is entitled to a “just price” and “fair return” on in- 
d vestment. In the case of some companies, like U.S. Steel, the resolution © 
» | of conflicts of interest between integrated and nonintegrated firms, be- 
s tween established giants and newcomers, and between the pattern-setter 
a Ch and the community generally, has modified company price policy to a 


s | point where even the managements have come to refer to it as akin 
t to that of a public utility. This may be a logical development in cases 
s where unpleasant experiences of cutthroat competition—especially in 
fairly standardized products like steel, copper, gasoline, and aluminum 
F —have generated a disposition by management to avoid price changes 
s except through periodic, thoroughly considered, and well-publicized 
” alterations in recognized base prices. By relating price revisions to; 
d changes in direct costs (especially increases in wage costs), the firm | 
is avoids the annoyance to itself and its customers (who they claim vastly 
of prefer stable prices) of frequent changes in price structure. 
This desire for stabilized pricing, oftentimes described with a blanket 


adjective as “administered,” usually implies that the company or com- 
| panies set some kind of target to which their price policies conform. 
y The price, according to this view, is under the control of one firm acting 
as the price leader or a group of firms that make policy for the indus- 
try. The contention of the business executives themselves is that an ad- 
ministered price, like the tank-wagon price of gasoline, far from being 
an independent creation of the price leader, is merely a device for ap- 
proximating a market equilibrium. According to this view, there are so v 
many possibilities of substitution of one product for another, or an off- 
brand for a name brand, that the limits of discretion are much narrower 
than is generally supposed. Administration of prices, officials contend, 
thus merely avoids the decision to use cutthroat competition—which 
itself would be another form of administered pricing; it also avoids 
temporary exploitation of shortages. Refraining from raising prices 
when a higher price is necessary to equate supply with demand, is also 


i 


938 THE AMERICAN ECONOMIC REVIEW 


justified by management on the grounds that over the long run higher 
prices would disturb equilibrium by bringing unneeded capacity into the 
industry. But it is impossible to accept the conventional justification for 
leadership. It can masquerade as resulting in a genuine “equilibrium” 
only if the word is made equivalent to whatever is the decision of the 
leading firms. 
The foregoing data, above all, make it clear that management’s ap- 
4 proach to pricing is based upon planned profits. The company proceeds 
on the assumption of the need for a certain amount of capital to un- 
dertake the investment in plant expansion and new facilities which are 
envisaged for the long haul in order to maintain and/or improye market 
position. In some cases, quite in contrast to the thinking of management 
before the second world war, this desire to hold position and to pene- 
trate wider markets requires that capital investment should be planned 
with built-in excess capacity (this is best illustrated by the fact that 
prices are premised on the assumption of operating at a rate of 75 
or 80 per cent of capacity, which is assumed to be the long-run nor- 
mal). In deciding upon which products and productive facilities will 
be added or expanded, the top-level corporation appropriations com- 
mittee relies upon estimates of returns on utilized investment. The only 
way in which price policy can be viewed in such companies as these, 
with their wide variety of products and selling in a large number of 
different markets, is in terms of aero ratios. This cri- 
terion serves as an effective guide for pricing decisions at divisional 
psand departmental levels. If we are to speak of “administered” decisions 
| in the large firm, it is perhaps more accurate to speak of administered 
profits rather than administered prices. 


IX. Conclusions 


The principal purpose of this paper has been to contribute to our 
knowledge of the actual process by which prices are formed in industry, 
with the expectation that the data will help in constructing a more 
realistic theory of the firm capable of yielding useful predictions of 
industrial price behavior. The general hypothesis which emerges is 
that (a) the large company has a fairly well-defined pricing goal that 
is related to a long-range profit horizon; (b) its management seeks— 
especially in multiproduct multimarket operations—a simultaneous 
decision with respect to price, cost, and product characteristics; and 
(c) its pricing formulas are handy devices for checking the internal 
consistency of the separate decisions as against the general company 
objective. Under this hypothesis no single theory of the firm—and cer- 
tainly no single motivational hypothesis such as profit-maximization— 
is likely to impose an unambiguous course of action for the firm for 


| 


LANZILLOTTI: PRICING OBJECTIVES 939 


any given situation; nor will it provide a satisfactory basis for valid 
and useful predicitions of price behavior. 

In pursuit of price policies that will yield the maximum satisfaction 
of the company’s community of interests, the findings show that one 
company will prefer stability, another will seek to expand its market 
share, or to engage in continuous discovery and pre-emption of new 
fields, while others will bc content to meet competition, to satisfy a 
set target, or to aim at combinations and variations of these goals. It / 
seems reasonable to conclude that the pricing policies are in almost 
every case equivalent to a company policy that represents an order of 
priorities and choice from among competing objectives rather than 
policies tested by any simple concept of profits maximization. Mana- 
gerial specialists down the line are given a framework of requirements 
that must be met, while managers at the top, of course, are free to and 
do change these requirements to meet particular situations.** . 

Another relevant aspect of the data for theoretical analysis is the 
conception of the market held by managements of large corporations. - 
Individual products, markets, and pricing are not considered in isola- - 
tion; the unit of decision-making is the enterprise, and pricing and 
marketing strategies are viewed in this global context. Because of the 
tremendously complex joint-cost problems and the lack of knowledge 
of actual relationships between costs and output or sales, on the one 
hand, and the joint-revenue aspects of multiproduct companies, on the 
other, pricing is frequently done for product groups with an eye to the 
over-all profit position of the company. This means that costing of 
products ends up as a result of price policy rather than the reverse. In 
view of the various external pressures on the company and the nature 
of the strategy of the enterprise, however, it is doubtful if prices would 
bear any closer relationship to actual costs were detailed cost data 
available to management. |The incentive to realize target rates of 
profits for the long haul better suits the objectives of management- 
controlled companies than any desire to profiteer or to seek windfall 
profits. 

It might appear that there are conflicts between the objectives of 
price leaders and price followers, e.g., between such companies as U. S. | 
Steel and National Steel. Actually, however, it is a matter of leaders © 
having fairly well-defined target objectives, whereas price followers 
evidently do not have independent targets. Their objective, especially 
where undifferentiated products make up the bulk of the product line, 


*%“The managerial philosophy not only calls into question the assumption of profit 
maximization as a workable description of entrepreneurial behavior but denies the insti- 
tutional basis of the classical profit motivation.” E. S. Mason, “The Apologetics of 
‘Managerialism’,” Jour. of Bus., Jan. 1958, 31, 6. 


| ; 
| 
| 


940 THE AMERICAN ECONOMIC REVIEW 


will be determined by the target set by the price leader. If the target is 
acceptable, the follower is content to hold a market share and will ad- 
just price policy accordingly. 

In more general cases, including differentiated product markets as 
well as undifferentiated, the extent to which companies—with the 
dimensions and diversification of those under discussion—serve as 
leaders or followers on individual products or product groups depends 
upon the profit-importance of a particular product in a given company’s 
line, the nature of the product—whether a producer or a consumer 
good—and the size and degree of diversification of companies with 
which there are product overlaps. Moreover, the manner in which 
interfirm policies will be coordinated will depend upon the above 
factors as they bear upon particular products, plus the over-all objec- 
tives of the enterprise as a unit and its general market strategy. 

A further implication of the findings for the theory of the firm is 
the relationship found between price and investment decisions. The 
information on this aspect is limited, but nevertheless the setting of 
and attempt to follow specific target returns on investment are mani- 
fest at two separate levels of operations: short-run pricing and invest- 
ment decisions. The investment decision presupposes a price (and usu- 
ally a market-share) assumption, which, in turn, determines short-run 
price decisions thereafter. Thus, investment decisions in effect are 
themselves a form of pricing decision, and over time become an inher- 
ent part of price policy. 

Finally, the general approach of these large corporations to price 
policy, and the attendant price behavior, raise some important issues 
for public policy. Their very size—both absolutely and relatively— 
permits the managements to select from among various alternative 
courses of action. This is a fairly clear manifestation of economic or 
market power. In partial reflection of this power, plus a variety of other 
reasons related to their size, vulnerability to public criticism, and 
potential antitrust action, these corporations tend to behave more and 
more like public utilities, especially the target-return-minded com- 
panies. To complicate the issue further, target-return pricing implies a 
policy of stable or rigid pricing, even though exceptions are found 
within particular product lines. 

A crucial question raised by these facets of policy is: What is the 
net impact on economic growth and stability? More specifically, do 
target-return pricing, profits planning, and the attendant price be- 
havior, tend to promote or inhibit stability and growth? Much more 
adequate empirical on corporation objectives and detailed study 
of individual company pricing, profits, and investment planning over 
the course of economic fluctuations are needed before answers ¢an be 
given to this question. oe 
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INTERNATIONAL TRADE AND ECONOMIC EXPANSION 


By JacpisH Buacwati* 


The recent literature on the effects of economic expansion on inter- 
national trade has been concerned with two principal problems: the 
impact of the expansion on the terms of trade; and the resultant change 
in the welfare of the trading nations. The solutions offered, however, 
are not fully satisfactory. Thus H. G. Johnson [5] and W. M. Corden 
[3], who attempt to tackle the first problem, succeed only in establish- 
ing the direction, as distinct from the extent, of the consequential shift 
in the terms of trade. In so far as the full impact of the expansion on the 
terms of trade must be known prior to determining the change in the 
welfare of the countries involved, it is not surprising that the second 
problem has received scant attention.’ 

It is intended in this paper to resolve principally the problem of 
bringing the different factors that affect the terms of trade into a single 
formula to determine the extent of the shift in the terms of trade con- 
sequent upon economic expansion. The analysis is further rendered geo- 
metrically by translating the usual textbook back-to-back partial dia- 
gram, depicting international trade equilibrium in a single commodity, 
into a general equilibrium framework. The argument is then extended, 
in a brief section, to the welfare effects of the expansion. To the gain 
from growth must be added the gain or loss from the resultant shift, if 
any, in the terms of trade; conditions are derived to determine whether 
the growing country will experience a net gain or loss from the expan- 
sion. The final section of the paper is concerned with the concept of the 
“output elasticity of supply” (to be used in the paper) and the analytical 
methods that can be employed to investigate the output elasticity of 
supply of different activities under specified varieties of expansion. 


I. Formula to Determine Change in the Terms of Trade 


The model used here is the familiar two-country (I and II), two-com- 
modity (X and Y), “real”? model with continuous full employment of 
all factors. Transport costs and intercountry factor movements are ab- 


* The author holds a studentship at Nuffield College, Oxford. This paper was read at Roy 
Harrod and Donald MacDougall’s seminar on international economics at Oxford. 

1 It should be mentioned, however, that Johnson [5] has an excellent analysis of this prob- 
lem in the context of a model of complete specialization, although the concern of the article 
is principally to evolve a criterion to determine the impact of expansion on the terms of trade. 
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sent. To simplify the analysis, economic expansion, defined as the coun- 
try’s capacity to produce extra output at constant relative commodity 
prices, is confined to country I. We wish to determine the consequent 
impact on I’s commodity terms of trade. The analysis is conducted in 
terms of I’s importable good (Y); it is one of the advantages of our two- 
good model that the analysis can be couched entirely in terms of one 
good and yet will hold generally. 

The total impact on the terms of trade of country I as a result of the 
expansion is compounded of six effects: 

1.) Change in the Output of Y due to Economic Expansion. The change 
in the output of importables (Y) in country I, at constant relative com- 
modity prices, as a result of the economic expansion, is given by: 


(1) UK = 


where Y is the domestic production of importables in I prior to the ex- 
pansion; K is I’s productive capacity which is assumed to be kept fully 
employed and is measured by the value, in terms of exportables (X), of 
the output the country would produce at the initial terms of trade; 


is the output elasticity of supply of importables at constant relative 
commodity prices. This represents, therefore, the change in the domestic 
production of importables directly as a result of expansion, at constant 
terms of trade. If (1) is positive, the supply of Y is increased; if it is neg- 
ative, the supply of Y is reduced.” 

2. Change in the Demand for Y due to Economic Expansion. We must 
now consider the change in the demand for importables, at constant 
relative commodity prices, as a direct result of the expansion. This is 
given by: 


(2) = C-Epy-K 
6K 
where C is the pre-expansion consumption of importables (Y) in I and 
C 6K 


is the output elasticity of demand for importables at constant relative 


? Formula (1) may be negative under certain circumstances. This possibility is outlined 
again in Section ITI and is actually demonstrated, in the context of our highly simplified model, 
in Section IV. Also see Bhagwati [1]. 
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commodity prices.’ If (2) is positive, there is an increase in the demand 
for Y; if it is negative, the demand for Y is decreased. 

It follows that the net change in the demand for imports, at constant 
terms of trade, will be given by [(1)—(2) ]. If this expression is positive, 
there is a net decrease in I’s demand for imports at the pre-expansion 
terms of trade and hence the terms of trade will tend to improve for I 
(unless II’s offer curve is infinitely elastic) ; if the expression is negative, 
there is a net increase in I’s demand for imports and the terms of trade 
will tend to deteriorate for I.‘ In order to determine the extent of the 
shift in the terms of trade which will be necessary to restore equilibrium, 
however, we must introduce the following four factors, three domestic 
and one foreign. Each of them measures one aspect of the changes in 
the supply of and demand for importables induced by a shift in the terms 
of trade. 

3. Change in the Demand for Y due to Price Shift. The change in the 
demand for Y due to the shift in the terms of trade may be measured by 
the following expression: 

(3) = dp dp 

5p 
where # is the terms of trade, measured as the number of units of ex- 
portables required to buy a unit of importables; and 


is the income-compensated or constant-utility demand-elasticity for im- 
portables (Y), representing movement along the indifference curve in 
response to the price-shift. If (3) is positive, there is an increase in the 
demand for Y; if it is negative, there is a reduction in the demand for Y. 
The demand for Y will be negatively correlated with changes in the 
price of Y relative to the price of X.° 

4. Change in the Supply of Y due to Price Shift. The change in the do- 
mestic supply of Y due to the shift in the terms of trade is: 


(4) 
5p 
where 
p 
Y 8p 


3 Output elasticity of demand is used in preference to income elasticity to describe the be- 
havior of aggregate consumption as aggregate income rises, to include the effects of population 
changes, growth of per capita incomes, and resultant changes in income distribution. 

4 This is, in effect, Johnson’s [5] central argument. 

5 This is so because we normally assume, for well-known reasons, that the substitution ef- 
fect, with which (3) is concerned, is negative. 
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is the supply-elasticity of importables based on movement along the 
transformation curve in response to the price-shift. When (4) is posi- 
tive, the supply of Y is increased; when it is negative, it is decreased. 
The supply of Y will normally be positively correlated with changes in 
the price of Y relative to the price of X.° 

5. Change in the Demand for Y due to Change in Real Income resulting 
from Shift in the Terms of Trade. A change in the terms of trade leads to 
a consequent change in real income. This income change is approxi- 
mated here by the usual method employed widely in the theory of inter- 
national trade and based on the theory of value, namely, by the differ- 
ence in the cost of the initial quantity of imports. The resultant change 
in the demand for Y is: 


(5) M-dp = — Epy’-dp 
5K K 
where M=C-—Y is the quantity of initial imports; and 
C 6K 


is the elasticity of demand for Y with respect to a change in income re- 
sulting from changed terms of trade. If (5) is positive, there is an in- 
crease in the demand for Y;; if it is negative, there is a reduction in the 
demand for Y. 

6. Change in the Supply of Y by Country II due to Price Change. Asa 
result of the shift in the terms of trade, the supply of Y by II to I 
changes. This is given by: 


(6) dp dp 
= 
6p 
where S,,=M and 
Sm 
M 


is the total elasticity of II’s supply of its exports (commodity Y) to I, 
in response to a shift in the terms of trade. II’s supply of Y to I increases 
or decreases according as (6) is positive or negative.’ 

The total impact on the terms of trade is then derived from the sim- 
ple proposition that, in equilibrium, the excess demand for Y should be 
zero. Thus we can collect all the effects into two groups: those on the 


* This holds again because we normally assume that the transformation curve is a convex 
set. 

1 The elasticity 7, will be negative, for instance, when the exports of I are Giffen goods in 
II; though this is by no means a necessary condition for 7», to be negative. 
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supply side, [(1)+(4)+(6)]; and those on the demand side, [(2)+(3) 
+(5)]. We subtract the latter from the former and set the expression 
equal to zero. Solving for dp, we get the magnitude of the shift in the 
terms of trade consequent upon economic expansion: 
(7) (C-Epy — Y-Esy)-K 

Y M Cc Cc 

? K 

which may be rewirtten as: 


p-dM 


(8) dp = ’ 
M “"M K 
provided it is remembered that dM refers to the income effect of expan- 
sion on imports at constant terms of trade. 

We have thus succeeded in bringing together into a single formula, 
and thereby establishing the relative significance of, the different fac- 
tors (elasticities) which simultaneously determine the impact of expan- 
sion on the international commodity terms of trade. The analysis can 
be readily extended to the case of simultaneous growth in both coun- 
tries. This can be done by replacing 


by an elaborate expression derived by extending to country II an analy- 
sis exactly analogous to that we have applied to country I.® 

Some interesting results follow from our analysis. Thus in order for 
the terms of trade to turn adverse to the growing country it is not suf- 
ficient that the income effects of the expansion should be unfavorable 
and should create an increased demand for imports (that is, C.Epy> 
Y.Esy). It is also necessary that the expression 


which constitutes the denominator in (8), should be positive. Since 
both o and ¢ are normally positive, and since Epy’ is also positive (un- 
less either the commodity Y is an inferior good in the strict Hicksian 
sense or the expansion is accompanied by a redistribution of income 
biased strongly against the consumption of Y), it follows that 7,, will 
have to be not merely negative but also sufficiently large in magnitude 


* Nothing substantive is gained by carrying out this exercise. 
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in order that the entire expression should be negative. The converse is 
also true: where the income effects are favorable and lead to a reduction 
in the demand for imports, the terms of trade may still worsen for the 
growing country I if the total elasticity of II’s supply of its exports (Y) 
to I is sufficiently large and negative to make the denominator in (8) 
negative. These conclusions are, no doubt, intuitively plausible, which 
is perhaps an advantage; what is chiefly claimed is that the precise re- 
lation in which the different operative factors stand vis-4-vis one an- 
other, which has been attempted here, lends a needed element of rigor- 
ousness to these qualitative results. Besides, it enables us to investigate 
more satisfactorily the related problem of the impact of economic ex- 
pansion on the welfare of the growing country (Section ITI). 


II. Geometrical Analysis 


Using the familiar partial equilibrium back-to-back diagram deter- 
mining the flow of exports of a single commodity from one country to an- 


\ es. Sz 

Dy s,/ 
I 


° COMMODITY—Y 


Ficure 1 


COMMODITY—Y 


other, we propose now to: (1) show how this partial diagram can be 
transformed into a general equilibrium diagram; and (2) relate the dia- 
gram to, and thereby illustrate, the argument algebraically presented in 
Section I. 

Figure 1 shows the usual partial equilibrium diagram for depicting 
international trade equilibrium in a two-country model. Transport costs 
are assumed to be zero. D,D,, S:S, and D.D2, S2S, are the domestic de- 
mand and supply curves of countries I and II respectively. ES, and ES: 
are the excess-supply functions, as Samuelson [11] calls them, of I and 
II respectively. Equilibrium is at Z where the exports of Y from II 
match the imports of Y into I; the equilibrium price of Y is OW. 
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Now this diagram can be readily converted into a general equilibrium 
diagram in the following fashion. Relabel the vertical axis p= p,/p., the 
terms of trade, instead of p,, the price of Y. Further, instead of regard- 
ing D,D,, D,D2, and as partial curves,® treat them as general 
equilibrium or total curves. Thus S,S,; and S,S; now represent schedules 
of varying supply of Y as the change in the terms of trade shifts pro- 
duction along the transformation curve. The reinterpretation of D,D, 
and D:D; is slightly more involved as the schedules are now compounded 
of two effects: (1) the shift in the demand for Y caused by the real-in- 
come change resulting from the change in the terms of trade; and (2) the 


_ change in the demand for Y as the change in the terms of trade shifts 


consumption along the indifference curve (i.e., the substitution effect). 


E Ss. 2. 
= 

\ XK Ww 
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ES 
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COMMODITY—y COMMODITY—Y 
Ficure 2 


The reader may still doubt whether the transformation of the partial 
into a general equilibrium diagram has been accomplished. Equilibrium 
in the diagram, as now interpreted, is still in the Y market. What about 
the X-market? The answer is straightforward. As argued before, it is 
one of the advantages of a two-good model, such as the one employed 
here, that the argument can be couched entirely in terms of one good. 
Equilibrium in the Y-market implies equilibrium in the X-market as 
well. 

We have thus accomplished our first task of transforming the partial 
into a general equilibrium diagram. We can now proceed to derive geo- 
metrically the argument and result of Section I. In Figure 2 we assume 
that, as a result of economic expansion, S,S, and D,D; shift to S,'S,’ and 
D,'Dy’ respectively. ES, correspondingly shifts to ES,’ and the new 


® See an interesting note by Hicks [4] on how the Marshallian supply curve, corresponding 
to Marshall’s demand curve, should be derived. 
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equilibrium terms of trade are at OW’. Country II now exports W’Z’ 
of Y and I imports JR (=W’Z’) of Y. The total impact on imports and 
exports can then be analyzed as follows: 

1. Total Effect on Demand for Y in I. (a) The movement from H to T 
is the income effect of expansion, measured by (2) in Section I. (b) The 
movement from T to J is compounded of the income effect on consump- 
tion of Y due to the shift in the terms of trade and the substitution ef- 
fect on consumption of Y due to the same shift. It is measured therefore 
by (5) and (3) in Section I. (c) The movement from H to J, representing 
the ng effect on the demand for Y in I, is thus measured by [(2)+(3) 
+(5)]. 

2. Total Effect on Supply of Y in I. (a) The movement from P to Q 
is the income effect on production of the expansion, measured by (1). 
(b) The movement from ( to R is the substitution effect on production 
of Y due to the shift in the terms of trade and is measured by (4). (c) The 
movement from P to R, representing the total effect on the supply of 
Y in I, is thus measured by [(1)+(4)]. 

3. The Net Effect on the Excess Supply of Y in I. This is then given by: 
(1)+(4)—[(2)+(3)+(5)]. This corresponds to the difference between 
HP (=W2Z), the old volume of imports, and JR (= W’Z’) the new vol- 
ume of imports. If the expression is positive, there is a net reduction 
in the demand for imports into I; if it is negative, there is a net increase. 

4. The Net Effect on the Excess Supply of Y in II. This is similarly 
given by (6). It corresponds to the difference between WZ and W’Z’. If 
it is positive, there is a net increase in the supply of imports to I; if it is 
negative, there is a net decrease. 

The formula for determining the shift in the terms of trade is now eas- 
ily derived. In equilibrium, the net changes in the excess supplies of Y 
in I and II must match each other and also add up to zero: 


(1) + 4) — [2) + @) + ©] + © =0. 


Solving the above for dp, we can derive formula (7). The geometrical 
construction not only represents the transformation of a useful diagram 
of partial analysis into a general equilibrium framework but also serves 
the purpose of deriving the results of Section I visually. There is an 
idditional advantage that follows from our transformation; this is a di- 
rect result of Samuelson’s ingenious use of this diagram (in a partial 
framework) to convert the international trade problem involved into a 
maximum problem, thereby enabling the anlayst ‘‘to make rigorous pre- 
dictions as to the qualitative direction in which the variables of the 
system will change when some change is made in the data of the prob- 
lem” [11, p. 299] and to derive generalized reciprocity relations. 
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III. Expansion and Economic Welfare 


Having derived an expression to measure the precise impact of ex- 
pansion on the commodity terms of trade, we can now analyze the net 
effect of expansion on the welfare of the growing country. Economic 
expansion, while increasing output, might lead to a deterioration in the 
terms of trade and a corresponding reduction in the growth in real in- 
come of the country experiencing the expansion. Where expansion leads 
to deterioration in the country’s commodity terms of trade, there are 
three possible outcomes for the country’s economic welfare:!° net gain, 
no gain, or actual loss. We propose now to investigate the conditions 
under which these possibilities will respectively materialize. 

Let dK denote the gain in real income that results from growth of 
output, at constant relative commodity prices. From this we must sub- 
tract the loss of real income that arises from the attendant deteriora-_ 
tion in the terms of trade by approximating this loss with the familiar 
expression: M.dp. Using formula (8), we can say that the growing coun- 
try, I, will, as a result of growth, experience net gain, make neither gain 
nor loss, or actually suffer immiserizing growth according as: 


p-dM 
dK= 
which simplifies to: 
9 + iE 
(9) 


where y= 9.(5Y/5K) and it is assumed that Epy’=Epy, so that a 
change in real income due to a reduction of import prices has the same 
effect on the demand for importables as a change in real income due to 
growth." 

It may be of interest to note that, since e and o@ are necessarily posi- 
tive," the possibility that growth might be immiserizing would arise 
only if either the demand for the growing country’s exports is inelastic 
(tm is negative) or growth actually reduces the domestic production of 
importables at constant relative commodity prices (y is negative). 
(Neither of these conditions, it should be noticed, is sufficient for im- 

10 The analysis outlined here is subject to all the familiar caveats attending on discussions of 
social welfare. 

11 For a similar assumption, see Bhagwati [1]. For further observations and an able discus- 
sion of related issues, see Johnson [7]. 

2 This argument is again based on the assumption of convex indifference and transforma- 
tion curves, convexity being defined in the strict mathematical sense. 
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miserizing growth to occur.) Although, as indicated in Section I, y will 
normally be positive, it is possible to postulate assumptions under which 
it will be negative; this possibility is demonstrated in Section IV where 
the concept of the output elasticity of supply is further explored. 


IV. Increased Factor Supply and Output Elasticity of Supply 

Our formulae for determining the change in the terms of trade and 
the impact of growth on the welfare of the growing country draw upon 
elasticity concepts that are familiar to economists from the modern the- 
ory of value.“ The concepts of output elasticity of supply and of demand 
(at constant relative commodity prices), Esy and Epy, however, are 
fairly recent concepts although they have already been widely used 
[2] [3] [5] [6]. They would appear far more familiar if they were de- 
scribed as yielding respectively Engel’s curves of production and con- 
sumption of the commodity in question. Whereas, however, Engel’s 
curves of consumption are respectable in the literature, those for pro- 
duction are still a sufficiently rare phenomenon to justify a sketch of the 
analytical techniques by which they may be derived. Of the two major 
sources of economic growth, namely expansion of factor supply and 
technical progress, the former is analyzed in our simple model, and the 
output elasticities of supply of the two activities X and Y implied there- 
by are investigated. 

Let a and b be the amounts of the two factors employed in industry 
X and a’, b’ the amounts employed in industry Y. The prices, p, and p, 
of X and Y respectively, are assumed to be constant throughout the 
analysis. a+a’=A and b+6’=B where A and E are the total factor 
endowment enjoying full employment. It is assumed that B is constant. 
Therefore, db-+-db’=0. A is assumed to change infinitesimally so that 
da+da’=dA. The production functions are assumed to be linear and 
homogeneous and remain unchanged throughout the analysis. We can 
now proceed to analyze the impact of the change in A on the output of 
Y as follows: 

From equilibrium conditions, we have 


6X 
pz: bu =I, 
6X 


18 This is best seen by rewriting the criterion thus: 
Cc 
<0 
For further discussion of the economic implications of this criterion, see Bhagwati [1]. 
* Our substitution elasticities are not identical with, though similar to, the elasticities of 
substitution in the literature. See Morrissett [8]. 
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Differentiating these, with p, and p, constant, and then using the rela- 
tions da+da’=dA and db+-db’=0, we get: 


5a 5a5b “ba? 
5a’5b’ 6a6b 6b’? 5b? 
Using equations (10) and (11) and the identity 
dA dA dA 


and choosing units such that all prices are equal to unity, we arrive at 
the following formula 
b-Y 

(a’b — ab’) 

Some interesting conclusions emerge from this formula. First, the 
formula has the property that the output elasticity of supply of Y (as 
also X) is independent of the scale of the two activities, X and Y, and 
depends exclusively on the factor proportions in the two activities. This 
is easily demonstrated by rewriting the formula thus: 

18 Since the change in A is assumed to be infinitesimal, formula (12) can be derived much 
more readily by using the Samuelson theorem [12] that the relationship between commodity 
and factor price ratios is unique under the conditions postulated. J. Black informs me that the 


following alternative proof is available, if the Samuelson theorem is used: Assume, by choice 
of units, that all prices equal unity. 


(12) dY A. 


de+da! =dA- do’ = 
Similarly, 
(a’ + 6’) (a’+b’) 6b 
aY @ db’) 
Therefore, 
a ab’ 
(a + b(a’ + b’) 
Therefore, 
ab’ a’ 
= ‘= — -dY. 
dA = da+da 48) d 
Therefore, 
b(a’ + b’) b-Y 
dY = (a’b — a) (ab — ab) dA. 


The analytical method employed in the text, however, is more general and can be used for 
other similar problems where nothing comparable to the Samuelson theorem is available. 


16 This property is geometrically demonstrated in a different context by Mundell [9]. 
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(13) d 


Further, the familiar Rybczynski [10] proposition that the output of 
the B-intensive industry will contract, under the assumptions made 
here, when the supply of A increases, at constant relative commodity 
prices, follows quite readily from (12). If Y is B-intensive, it follows 
that 


and thus a’b<ab’. Under our assumptions, therefore, it can be estab- 
lished that dY/dA is negative if Y is B-intensive. It follows then that 
Esy (and y) may be negative, indicating that the domestic output of 
importables declines absolutely, at constant terms of trade, as a result 
of the expansion. 

The analytical technique outlined above is perfectly general and can 
be utilized for determining the output elasticities of supply under other 
types of expansion as well, such as neutral technical progress in an ac- 
tivity. It would thus be feasible to undertake an interesting taxonomic 
exercise: to consider different varieties of expansion and investigate the 
output elasticities of supply (and of demand) implied by them; and to 
relate them with different values for the substitution elasticities to dis- 
cover the full impact on the terms of trade of expansion under different 
circumstances. Such an analysis, however, cannot be attempted here as 
the task would take us far afield.” 
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UNITED STATES FOREIGN TRADE POLICY 


A Review Article 
By J. M. Leticue* 


The stark fact of international trade policy is that its leadership has in the 
last few years been transferred from the United States to Western Europe. 
The reasons for this transfer have been neither simple nor singular, but a 
review of the voluminous literature on the recent renewal of The Trade Agree- 
ments Act reveals the major causes of this development as well as its relevance 
to contemporary conditions.* 


I. Trade Agreements Extension Act of 1958 


Public Law 85-686 marks the eleventh time that the Congress has extended 
the President’s authority to negotiate reciprocal tariff reductions with foreign 
countries since its original enactment in 1934. Previous extensions had been 
for 3 years or less; the current one is for 4 years—through June 30, 1962. 
The President is empowered to reduce tariffs to the lowest rates obtainable by 
any one of three alternative methods: (1) The July 1, 1958 rates may be 
lowered by 20 per cent. The reductions would have to be made gradually: 
10 per cent of the total reduction would generally be the maximum in any one 
year. (2) The July 1, 1958 rates may be lowered by 2 percentage points. Such 
reductions would also have to be made gradually: no reduction of more than 1 
percentage point would generally be made effective in any one year. This 
alternative authority, which has not been provided for in previous legislation, 
would be significant in cases where 2 percentage points would permit a larger 
reduction than the maximum reduction obtainable under the first method. 
Thus, if the July 1, 1958 tariff rate on a commodity were 5 per cent, the sec- 
ond method would permit a reduction to 3 per cent, whereas the first method 
would permit a reduction to only 4 per cent. (3) The July 1, 1958 rates which 
were higher than 50 per cent ad valorem may be lowered to that rate. Similar 
authority was granted in previous trade agreements legislation. Reductions 
under this method would also have to be made gradually and seriatim. One- 
third of the total reduction is the maximum that may be made effective in any 
one year. This alternative method would be significant in cases where rates 
exceed 62 per cent, for it would permit a greater reduction than that obtain- 
able under the first method. 

Regardless of the form of tariff reductions, in no case may there be more 


* The author is associate professor of economics at the University of California, Berkeley. 

*The volumes under review [5] [7] [10] [11] [12] [13] [14] are staggering in length. 
If the usefulness of Congressional hearings is not to be further impaired, more effective 
procedures which economize on testimony will have to be devised. 
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than 4 stages; nor may separate stages be less than a year part; and the last 
stage may not be later than 3 years after the first. If the authority to reduce 
tariffs is not put into effect before July 1, 1962, the power to do so does not 
automatically lapse. The President’s authority to enter into new trade agree- 
ments expires on July 1, 1962, but he may enter into agreements before this 
date with the proviso that the full authorized reduction authority shall be 
put into effect thereafter. However, no part of a reduction may be put into 
effect for the first time after June 30, 1966. : 

P.L. 85-686 provides for the continuation and strengthening of the safe- 
guards for American industry and labor against serious injury from imports. 
As in previous trade agreements legislation, the proposed changes in U. S. 
tariff rates would be subject to the peril-point provisions. These provisions 
direct the President, before entering into negotiations, to furnish the Tariff 
Commission with a list of articles, together with their tariff rates and other 
customs treatment, which may be considered for modification. The Tariff 
Commission, in turn, is directed to make an investigation and report to the 
President its findings as to (1) the peril-point or rate below which U. S. duties 
may not be reduced without resulting in serious injury to domestic industry; 
and (2) the minimum increases in U. S. duties or additional import restric- 
tions required to avoid serious injury. The new law extends the period within 
which the Tariff Commission has to make its investigations and to report to 
the President from 120 days to 6 months so that the Commission may make 
more extensive investigations. In addition, the law amends the peril-point 
provisions by directing the Tariff Commission, as previous legislation did not, 
to institute an escape-clause investigation promptly whenever it finds any 
article on the list upon which a tariff concession had been granted in the case 
of which an “increase in duty or additional import restriction is required to 
avoid serious injury to the domestic industry producing like or directly com- 
petitive articles” [7, p. 3, Sec. 4 (b)]. A new provision states that in each 
such investigation the Tariff Commission shall, to the extent practicable and 
without excluding other factors, ascertain for the last calendar year preceding 
the investigation the average invoice price on a country-of-origin basis at 
which the foreign article was sold for export to the United States and the 
average prices at which like or directly competitive domestic articles were sold 
at wholesale in the principal markets of the United States. 

The escape-clause provisions put into effect by previous legislation are also 
continued, but with several new amendments. Under previous legislation, the 
Tariff Commission was required, upon application of an interested party, to 
make an investigation to determine whether imports of a particular commodity 
subject to a trade agreements concession were causing or threatening serious 
injury to a domestic industry. If the Commission found evidence of injury, 
it was required to submit a report to the President within 9 months with a 
recommendation for remedial action. The President made the final determina- 
tion regarding the acceptance of a Tariff Coommission recommendation that 
a duty be raised or a quota be imposed on imports. These procedures are 
maintained under the new law except that it provides for Congressional 
review when the President rejects recommendations of the Tariff Commission 
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for import restrictions to shield domestic industries claiming injury from _ 
competition. It empowers Congress to reverse the President in such cases by 
two-thirds majorities in both houses. Another amendment reduces the time 
that the Tariff Commission has to make escape-clause investigations and re- 
ports thereon from 9 to 6 months. The powers of the Tariff Commission to 
obtain information by subpoena, and related powers, are extended and ex- 
panded. Furthermore, the law now provides the President with authority 
in escape-clause cases to impose a duty as high as 50 per cent ad valorem on 
a duty-free item which has been bound in a trade agreement. Previous legisla- 
tion forbade transfer by the President of articles from the free list to the 
dutiable list. Finally, as regards eligibility to file an application for an escape- 
clause investigation, the Trade Agreements Extension Act of 1951 is amended 
by striking out the phrase “any interested party” and substituting “any 
interested party (including any organization or group of employees)” [7, p. 4, 
Sec. 5 (a)]. This provision was added in order to make it clear that such 
bodies could make application even though management was not a party to 
the application. 

The national security amendment of the previous legislation has been 
stiffened rather than liberalized. Under the terms of the amendment, the 
President may not decrease duties on imports, but may restrict imports that 
are found to threaten the national security. More detailed standards and cri- 
teria are provided for the guidance of the President and the Director of the 
Office of Defense and Civilian Mobilization (ODCM): 

For the purposes of this section, the Director and the President shall, in 

the light of the requirements of national security and without excluding 

other relevant factors, give consideration tq domestic production needed 
for projected national defense requirements, the capacity of domestic 
industries to meet such requirements, existing and anticipated availabili- 
ties of the human resources, products, raw materials, and other supplies 
and services essential to the national defense, the requirements of growth 
of such industries and such supplies and services including the invest- 
ment, exploration, and development necessary to assure such growth, 
and the importation of goods in terms of their quantities, availabilities, 
character, and use as those affect such industries and the capacity of the 

United States to meet national security requirements. In the administra- 

tion of this section, the Director and the President shall further reco; 

the close relation of the economic welfare of the nation to our nati 

security, and shall take into consideration the impact of foreign com 

stan enty in revenues 0 
skills or investment; 6t_other serious effects>resulting from the displai 
ment of any domestic products by excessive imports shall be considered, 
without excluding other factors, in determining whether such weakening 

A. 7 or economy may impair the national security [7, pp. 6, 7, 

. 8(c)}. 
A provision has been inserted requiring that the Director of the ODCM 
issue regulations for the conduct of investigations under this section. In 
addition, procedural changes have been made toward eliminating multiple 
investigations possible under previous legislation and requiring that the 
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ODCM publish a report on the disposition of each national security case. The 
Director, with the approval of the President, shall also submit to the Congress 
a report on the administration of investigations and action to prevent a threat 
of impairment to national security. 

The new law authorized the President to raise duties as much as 50 per cent 
over the rates which existed July 1, 1934. In the case of specific duties the 
President is empowered to convert such duties to their July 1, 1934 ad valorem ~ 
equivalent, using 1934 values, and to increase such equivalents 50 per cent. 
Previous legislation provided the President with authority to increase rates 
as much as 50 per cent over the rates existing on January 1, 1945. Since the 
1934 rates were substantially higher than the 1945 rates, this change in the 
base date increases the extent to which duties on such items can be raised. 

The law continues the requirement that the President submit to the Con- 
gress an annual report on the operations of the trade agreements program, but 
in addition, directs him to include in such reports a statement on results of 
action taken to obtain the removal of foreign restrictions, including discrimina- 
tory practices against U. S. exports and the measures available for seeking the 
removal of such remaining trade barriers. It declares it to be the sense of the 
Congress that during the course of negotiating a trade agreement, the Presi- 
dent should seek information and advice from representatives of American 
industry, agriculture, and labor. 


Il. The Hearings 


Prior to this extension of the Trade Agreementts Act, U. S. foreign economic! 
policy underwent thorough Congressional evaluation. As compared with 
previous Hearings, those under review reveal a critical sense of relevance and 
urgency. Numerous executives, representatives of the press, government, and 
private associations furnished responsible testimony concerning the national 
interest. More than 30 university economists were invited to prepare papers 
on the objectives, administration and operation of domestic and foreign eco- 


nomic policy. papers were carefully prepared, 
representing the highest q rofessional work. But the resulting legis- 
lation is disappointing; it is not to be matched with the need, even though it 
represents victory in a hard-fought battle by Congressional advocates for a 
more liberal foreign-trade policy.? Powerful pressure groups have been success- 
ful in obtaining so many exceptions to our trade program that its effectiveness 
has been seriously undermined. If left unchecked, this trend may make it very 
difficult to maintain the political and economic solidarity of the noncommunist 
world. 

The agenda of the Subcommittee on Customs, Tariffs, and Reciprocal Trade 
Agreements included testimony on U. S. trade policy and the national interest; 
on the emerging pattern of foreign trade and payments; on foreign commercial 
policies and their relation to U. S. economic activity, with particular emphasis 


? The bill was approved by the House Ways and Means Committee in an 18-to-7 vote. 
Committee Democrats voted 14-to-1 for the measure, Republicans 6-to-4 against. In a 
standing vote, the bill was passed in the House 161-to-56. In the Senate, it was passed 
72-to-18; Democrats voted in favor 40-to-6, Republicans 32-to-12. 
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on the escape clause and peril-point procedures, the national security amend- 
ment, antidumping, countervailing duties, unfair competition, quotas, the 
Buy-American Act, section 22 of the Agricultural Adjustment Act, and restric- 
tive trade practices engaged in by foreign countries. 

The testimony furnished by representatives of government agencies is 
most clearly indicative of the complex forces that must be harmonized in 
the formation of United States foreign trade policy. Thus the basic work of 
preparing the list of concessions to be requested from foreign countries is the 
responsibility of the Department of Commerce. But the work of preparing the 
list of concessions to be granted by the United States is primarily the responsi- 
bility of the Tariff Commission. However, as soon as the Tariff Commission 
makes its list available to Commerce (through the country committees), the 
Bureau of Foreign Commerce and the Business and Defense Services Adminis- 
tration undertake independent studies to determine which of these items 
should be dropped from this list. The problem of reconciling disagreements 
between agencies is to be matched only with that of reconciling disagree- 
ments within an agency. It would be surprising, for example, if within the De- 
partment of Commerce conflicting interests were not represented by the 
Bureau of Foreign Commerce, on the one hand, and the Business and Defense 
Services Administration, on the other. Nonetheless, it is commendable that 
the differences which arise are satisfactorily resolved. The Department of 
Commerce presents a reasonably consistent position in the field of foreign 
trade. In providing testimony, it is the over-all national interest that appears 
to predominate. The domestic and international facets of various measures 
are carefully weighed and, on the whole, well integrated. Moreover, the techni- 
cal work of the Department of Commerce is exemplary; it provides objective 
information, powerful analysis, and relevant background papers for Congres- 
sional, and other use.* 

Considering the inconsistencies between international trade policy and agri- 
cultural policy in the United States, the testimony of representatives of the 
Department of Agriculture, and of farm associations, deserves notice. The 
Secretary of Agriculture not only recommended the extension of the Trade 
Agreements Act in 1958, but has continually advocated proposals to reduce 
the area of conflict between trade and agricultural policy. Hence, since 1954 
the President has made proposals to Congress that the basic provisions of the 
Agricultural Act of 1949 be allowed to become effective; viz., that legislation 
be passed establishing variable price schedules and a modernized parity 
formula. He has also made the proposal to insulate from the market a large 
part of the existing government-held surpluses by creating an emergency re- 
serve, together with a provision that might make it possible to use the variable 
price schedules for the basic commodities (cotton, wheat, rice, corn, peanuts, 
and tobacco) and to rely less upon the use of acreage allotments and market- 
ing quotas. The testimony of government officials, representatives of farm 
organizations, and agricultural economists reveals that although the adoption, 


* Cf. the testimony by Sinclair Weeks, Henry Keams, R. E. Simpson and J. J. Schalet, 
[12, Pt. 2, pp. 2713-2831]; Harold P. Macgowan and Harold C. McClellan [10, Pt. 3, 
pp. 1306-26]; [11, pp. 23-37, 303-16, 385-442]. 
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in part, by Congress of the President’s proposals was a step in the right 
direction, the task of reconciling agriculture and trade policies requires a 
sharper break with past agricultural price policies than has been involved in! 
these proposals.* 

The State Department has labored incessantly to reduce the inconsistencies 
in our foreign trade policy. But its testimony in the volumes under review is 
wanting in confidence and direction. It is based on justifiable fear that restric- 
tive amendments might compromise the important provisions of the Recipro- 
cal Trade Agreements program: that the recommendations of the Tariff Com- 
mission should not become mandatory; that quotas should not be imposed 
on the importation of oil, textiles, lead, and zinc; that beggar-my-neighbor 
policies should not be put into effect during recessions; that the renewal of 
the Act should not be of short duration. Thus the provisions empowering the) 
President to raise tariffs to a higher level than at any time since 1934 were 
originally introduced by the State Department i in the hope of preventing the 
imposition of new quotas. But experience in the case of lead and zinc has 
recently proven this compromise to be of no avail. The strongest criticism 
that can be legitimately directed against the State Department in the foreign- 
trade field is that events have too often been permitted to rule policies rather! 
than the other way around. This appears to be particularly true of our trade 
relations with Canada and Latin America. Given the importance of United 
States trade with these countries, there is an urgent need for the establishment 
of joint agencies between the United States and Canada, and also with Latin 
American countries, charged with the duties of keeping under constant survey 
economic matters of common interest.® 

Owing to the lack of adequate information, United States government agen- 
cies have even found it difficult to implement national policies. The Presiden- 
tial Advisory Committee on Energy Supplies and. Resources Policy, for ex- 
ample, has recommended to the President that the 1954 ratio of oil imports to 
domestic production of oil should be maintained, if possible by voluntary indi- 
vidual action of importers. The Committee further recommended that if this 
ratio should not be maintained, appropriate governmental action should be 
taken. The Director of ODCM has been charged with the responsibility 
of coordinating this program. To do so, he has required information on actual 
and planned imports of oil. In the past, such information has been unavailable. 
For the guidance of government policy in such matters and, more generally, 
in attempting to maintain reasonable equilibrium i in our international accounts, 
information on planned imports and exports is essential. I believe, in fact, that! 
tentative budgets of this kind should be developed for our entire international 
accounts.® 


*E. T. Benson testified that in the fiscal year 1957 exports of agricultural products from 
the United States totaled $4.7 billion, of which only $1.7 billion were sold in ordinary 
commercial markets. I.e., more than 60 per cent of our agricultural exports were the 
result of some form of government assistance [12, Pt. 1, pp. 121-47]; cf. also the papers 
by O. B. Jesness, J. C. Lynn, and Lawrence Witt [10, Pt. 1, pp. 391-416, 533-49] and 
those by D. G. Johnson, E. T. Baughman, J. C. Lynn, and J. G. Patton [11, pp. 679-760]. 

* For the testimony of the State Department see in particular [10, Pt. 2, pp. 1070-1227]. 


* See the testimony of A. S. Fleming [10, Pt. 3, pp. 1247-60]. 
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The Department of Labor and representatives of trade unions have gen- 
erally supported the Trade Agreements Program, but their evidence suggests \ 
apprehension about the future. The difficulties have been primarily related 
to the textile industry in New England and the newly developing industries in 
the South. The Director of Research of the Textile Workers Union of America 
testified that, “we have come, in many industries and certainly in the textile 
industry, to the point of great danger; sufficiently so that the political parties, 
the Democratic Party on the one hand and the Republican Party on the other 
have learned that we can no longer expect a sweeping change of duties and 
that we must reexamine the effects of some of the duty changes in the past 
under these agreements.”” He added that the change in the 1956 Democratic 
Party platform with respect to trade policy represents a very radical departure 
from the past and his union, among others, urged this type of change. The 
Director of Research of the AFL-CIO staunchly supported the Reciprocal 
Trade Agreements program. As an alternative to raising tariffs, he recom- 
mended that the President should be authorized to provide certain types of 
governmental assistance to communities, workers, and employers adversely 
affected by import competition. He provided an excellent summary of the 
particular forms that such assistance might take. 

Among the many business executives who gave useful testimony, the state- 
ment of Charles H. Percy, President of the Bell & Howell Co., is the most 
stimulating. The paper illustrates the dynamic process whereby successively 
higher levels of mechanization raise levels of real income and provide the 
stimulus for constant innovation, adjustment and growth [10, Pt. 2, pp. 691- 
705]. The massive testimony dealing with problems of specific firms—as well 
as the Hearings as a whole—suggests the need for an independent body which 
could objectively appraise these matters for Congress. 

Of the university economists Edward S. Mason and Willard L. Thorp pre- 
sented two particularly informative, judicious papers on the relation of trade 
policy to the national interest. Mason pointed out that subjecting domestic 
business to a greater degree of foreign competition would, over time, lead to 
a transfer of resources from low-productivity to high-productivity uses and 
thus increase efficiency in the American economy. By reason, however, of the 
smallness of our present and potential dependence on imports, he maintained 
that this tendency would not be large. “Obviously this is worth doing if the 
transfer costs are not excessive, but there is no use expecting from a change 
in trade policy a very large contribution to efficiency and the rate of economic 
growth,” [10, Pt. 1, p. 9]. Nonetheless, he observed that with increasing 
dependence on foreign sources of mineral supplies, the range of action open 
to trade policy may have a substantial impact on efficiency and growth rates. 
With respect to iron ore, copper, lead, zinc, and oil, he noted that if we at- 
tempt to be more largely self-sufficient than we are now, it can only be at the 
expense of sharply rising costs. We are close to the end of our high-grade 


*Cf., the testimony of Solomon Barkin [10, Pt. 2, pp. 738-54 and especially p. 746]; 
and that of S. H. Ruttenberg [10, Pt. 2, pp. 915-31, especially pp. 920-21]. See also the 
informative paper by I. B. Kravis on the role of wages in trade patterns [10, Pt. 1, 
pp. 297-331]. 
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supplies of Mesabi iron ore. New sizable discoveries of copper, lead, and zinc 
in the United States have been few and far between in recent years. The 11- 
barrel-a-day average of American oil wells as against the 200-barrel-a-day 
average in Venezuela and the 5000-barrel-a-day average for the Middle East 
gives some indication of the relatively high real cost of current American 
oil production. Moreover, Mason referred to the ample evidence that costs of 
oil discovery in this country are rising. He drew attention to the fact that 
despite the relatively high current cost of United States mineral production 
and the expectation that it will rise rapidly in the future, there is continuous 
pressure from producer groups for a reduction of imports. He concluded that 
this can, over the long run, lead only to a curtailment of efficiency and a reduc- 
tion in the rate of economic growth in the United States. 

Mason and Thorp both stressed that an expanded opportunity for other | 
countries in the free world to earn dollars by exports to the American market | 
would facilitate cooperation in the interests of common defense. But they: 
cited evidence to the effect that an expansion of American imports under 
the most favorable short-run conditions is unlikely to produce in dollar earn- 
ings more than a fraction of what is currently made available under foreign- 
aid programs. Nevertheless, they agreed that considerations of efficiency and 
mutual defense justify a persistent attack on our own as well as other trade 
barriers. Mason cautioned that the attack must be selective, since a displace- 
ment of resources much faster than they can be reabsorbed into employment 
is a doubtful contribution to efficiency and to mutual defense. Adverse reper- 
cussions, he said, are likely to be least in expanding industries in which multi- 
product firms predominate. In the older, relatively stagnant, nondurable-goods 
industries, he thought progress toward trade liberalization should be much 
slower. 

Thorp emphasized that the basic issue involved is between the long run 
and the short run. For our long-run economic benefit, we must accept the costs) 
of disturbance of a great many short-term adjustments. The trade agreements 
program, he noted, has been responsibly administered: “I think it is sur- 
prising that there have been so few cases where problems have arisen. It shows 
that the situations have been carefully evaluated by our negotiators” [10, Pt. 
1, p. 88]. In a growing economy, he found it difficult to believe that we n 
to give special attention to minor adjustments which might result from con; 
tinuing the gradual liberalization of our trade policy. He drew attention to 
the fact that during the last several years, there has been an obvious increase 
in the intensity of demand for increased protection by various interested indi- 
viduals and industrial groups. Even state legislatures have imposed discrimina- 
tory restrictions against foreign goods, especially goods from Japan. The 
greatest difficulty in the trade field, he asserted, has been the special case. 
The hardest issues we are likely to face are those where the general interest, 
widely diffused, must be balanced against some limited special interest, 
concentrated and intense. 

Mason and Thorp considered the argument that readiness for war requires 
the protection of domestic production to be, in general, a weak one, though 
this proposition may permit of one or two exceptions. The situations that 
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are usually cited as justifying tariff protection for national defense deal with 
strategic materials or with types of production facilities difficult to construct 
or expand or skills that are difficult to acquire. For materials capable of stock- 
piling—and most strategic materials are—both men found stockpiling ‘in 
peacetime from low-cost sources, either domestic or foreign, much to be pre- 
ferred to protection of domestic output, which means procurement from high- 
cost sources both in peace and war. It was observed that the existence of an 
adequate stockpile would make it unnecessary in wartime to divert scarce 
manpower away from military service and into the wartime production of stra- 
tegic materials. No case could be found that makes sense for protection of any 
domestic metal on security grounds. Oil does represent a special case [10, Pt. 1, 
pp. 12, 351-75, 491-507; Pt. 3, pp. 1676-82] [11, pp. 1059-87] [12, Pt. 1, 
pp. 1026-1138].* 

As regards skills of various sorts, it was shown that the transferability of 
technical skills in a highly industrialized economy demanding precision work 
of all types, is such as seriously to weaken the claims to indispensability of 
any particular group. The ease with which the supposedly difficult task of 
lens-grinding, for example, was subdivided and taught to rank amateurs dur- 
ing the war, suggests that in time of need almost any skill can be quickly 
acquired. Recent evidence has revealed that, on defense grounds, the case for” 
tariff protection of the watch industry has been excessively weak [8] [9]. 
The manufacturing industries required for military production are in the main 
our export industries. It is our imports that are marginal and they can readily 
be reduced in time of emergency without great loss. Mason and Thorp 
were very skeptical about the claims that protection would give us more 
security. They believed that increased imports of raw materials—and the 
consequent husbanding of our own resources—the stimulus from foreign 


* Approximately 40 per cent of our total energy requirements are currently met from 
petroleum sources, and our European allies are increasingly dependent on oil to meet their 
energy needs. About 15-20 per cent of United States oil consumption is covered by imports. 
Most of these imports come from Venezuela which, in the event of war, must be judged a 
relatively safe source. Europe imports almost all its oil from the Middle East. Experts 
generally agree that we need a protective reserve representing the difference between current 
Western Hemisphere production and what could be produced in an emergency. Our present 
system of oil proration plus tax incentives, together with official and unofficial limitations 
to imports, is designed to provide this protective cushion. The cost of maintaining this 
cushion is very high; the important question is whether this cost is not excessive as com- 
pared with possible alternatives. The Royal Commission on Canada’s Economic Prospects 
has complained that the depletion allowances received by American oil companies under 
the American income-tax laws constitute an unfair handieap to Canadian-controlled com- 
panies in the exploration and development of oil fields, and it recommends that corre- 
sponding concessions, though not to the same extent, be granted under Canadian income-tax 
law to Canadian-controlled companies. “To the extent that they exceed the actual expendi- 
tures on exploration and development,” states Jacob Viner, “the American depletion- 
allowances are an outright scandal. I doubt, however, whether they apply to operations in 
Canada via Canadian-chartered companies. The Commission’s objective, in any case, could 
be met without extending the American corruption to Canadian income-tax law if the 
excess American depletion allowances were restricted to operations within the United States. 
It may be that a suggestion along these lines from Canada would meet with a sympathetic 
reception in Washington. But I wonder whether Alberta feels unhappy about what is in 
effect American subsidization of Albertan oil-development?” [4, pp. 316 et seq.]. 
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competition, and the industrial base supported by exports would tend to ( 
strengthen our economy. 

With respect to American manufacture in general, Mason took his stand 
with the report of the Randall Commission: “If the maintaining in being of 
a section of American industry is sufficiently important to the national defense 
to make the Defense Department willing to include its cost of maintenance 
in the defense budget, tariff protection might well be considered as one of the 
methods of maintaining this industry” [10, Pt. 1, p. 13]. Thorp preferred to 
deal with weak spots in our mobilization base directly by devices such as 
government contracts, rather than to use the uncertain and blunt instrument 
of trade barriers. When a security requirement is perfectly clear, he thought 
the device used to meet it should be certain. But he reiterated the view that 
defense preparedness cannot be viewed solely in domestic terms. Our defe 
program depends today upon a number of interlocking commitments wi 
other countries; in large measure it is a program of common defense. Trad 
restrictions which are proposed by the advocates of increased protection would 
be against these same countries. In emphasizing the more general point that 
our trade policy is less important with respect to our own economy than it is 
in connection with our influence in the world, he found it unnecessary to 
belabor the importance of the nonmilitary foundations of military prepared- 
ness. 

Seymour E. Harris, Arthur Marget, and Judd Polk contributed papers on 
the emerging pattern of trade and payments. Harris paid particular attention 
to the dollar gap; he felt this to be the crucial problem that must be solved 
before we tackle broader issues. Marget, in a paper on “The Mechanism of 
the Balance of Payments,” discussed the improvement in the kind of economic 
policies—fiscal, monetary, and commercial—which the countries of Eurdpe 
had come to adopt increasingly in the postwar period. He showed that even 
while the European recovery “program was in Progress, the general trend of 
commercial policy was in the direction, not of increasing the level of direct 
restrictions on imports in general and of restrictions on imports from the 
dollar area in particular, but in the direction of relaxing such restrictions. 
This trend has been more marked since the end of the Europeatr fétovery 
program.® What is particularly significant is the high degree of external 
balance which has been maintained at progressively higher levels of production 
and trade, and with progressively less reliance on direct controls as a way of 
maintaining that balance. Although Marget rightly stressed the importance 
of improved fiscal and monetary policies to economic growth and external 
balance, he would doubtless agree that the remarkable economic growth of 
Western Europe has played a key role in the reduction of their trade barriers 
I am convinced that the pressure of economic growth will be an outstanding fac- 
tor contributing to the expansion of European trade over the coming decades. 

As Polk shows in his excellent paper on “The Sterling Area,” world trade 
has come to be dominated by big national markets. From 1938 to 1958 world 
trade has expanded more rapidly than world output; but domestic markets 


*See the testimony by Warren Shearer and the appended O.E.E.C. document Liberaliza- 
tion of Europe’s Dollar Trade, [10, Pt. 1, pp. 154-297] and [3, Ch. 2]. 
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predominate in size and importance. The domestic market for British pro- 
ducers now is about three times as large as their international market. The 
U. S. market, in turn, is about four times the size of the entire market of the 
sterling area. Hence, the major trading nations, without exception, find that 
priority in policy must be given to their national markets. “The significance 
of this fact for international finance,” writes Polk, “is that the dominance in’ 
the international market of a nation whose basic economic orientation is in- 
ward has impeded the development of an international credit structure suitable 
to meet the fluctuations of international trade” [10, Pt. 1, p. 137]. 

On the basis of the evidence presented by Polk, one can but conclude 
that, as of the present, the sterling system has more elements of strength than 
weakness. Nonetheless it cannot finance more than a declining sector of world 
trade, the volume of which is now larger than the entire production of the 
sterling area. Since the United States began to replace Britain as the pivotal 
country in world trade, the trend has been toward the consolidation of the 
sterling “region” in a historical sense. The region has scattered, the political 
and economic relations among the members have undergone continual change 
—as have the relations with outsiders—and yet this trend has continued. 
It has not reflected a deliberate belief on the part of the British in the mone- 
tary, political, or economic virtue of a regional system, but rather, an under- 
standable effort to resist the shrinkage of sterling’s once worldwide scope. 
In short, the trend has been a defensive one against the disintegration of the 
international position of sterling. 

Since the second world war a similar powerful force has been at work with 
respect to foreign trade among the six nations that have signed the treaty 
forming the European Economic Community (Belgium, Federal Republic of 
Germany, France, Italy, Luxembourg, and the Netherlands).’° As political 
and economic ties of these countries with their overseas territories have been 
severed or have corroded, they have sought a more stable European common 
market. The political forces have been even more powerful in impelling 
Europe to unite. The six nations have agreed that, among other things, they 
will gradually eliminate their trade barriers within the Community and adopt 
a common external tariff applicable to imports from countries outside the 
Community. By January 1, 1959, they are to take the first step in reducing 
their tariffs by 10 per cent. The second 10 per cent cut is to be introduced 
July 1, 1960. But the really significant beginning toward the consolidation 
and establishment of a common tariff is scheduled for January 1, 1962. Hence, 
the years 1959-1962 provide a breathing spell; it may well be a critical period 
of decision and transition in Western foreign trade policy. 

The U. S. government has rightly, I think, supported the creation of-the 
European Economic Community. However, if it is not to become a divisive 
force in Europe, it is now important that the United Kingdom and other 
countries of the Organization for European Economic Co-operation be able 

“The compendium of papers on United States foreign trade policy contains articles 
analyzing this treaty, and factors incident to it, by the United States Department of State, 


United States Department of Commerce, Miriam Camps, R. F. Mikesell, Gottfried Haberler, 
and Robert Triffin [11, pp. 361-477]. Cf. also the background article by Marc Ouin [2]. 
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to associate with it. The Hearings and Reports of the Committee on Ways 
and Means indicate that the Congressional approval of the 4-year extension 
of the Trade Agreements Act, with the new negotiating authority, was granted 
in no small measure to enable the administration to deal with these emerging 
developments. The general impression one obtains from comparing the testi- 
mony reported in these publications and the resulting legislation is that the 
U. S. Congress can be relied upon to pass responsible legislation in this field 
whenever the American national interest and her international responsibilities 
are made reasonably clear. But the testimony also reveals that the pressures 
upon individual Congressmen with respect to the multifarious “special cases” 
are overwhelmingly strong: For this reason the U. S_Congress is not well) 
suited to deal withthe-particular problems of specific commodities or local! 
dislocations. The restrictive provisions of P.L. 85-686 bear witness to this fact; 
and for the same reason its implementation may not correspond with the need. 

For the effective implementation of U. S. foreign-trade policy, strong and 
consistent leadership from the administration is a primary requisite. In effect, 
leadership in this field has recently been transferred from the United States to 
Western Europe because a vacuum has been created. We have espoused a 
more liberal trade policy on the one hand, and imposed new quantitative 
restrictions on the other. The U. S. Tariff Commission was at one time the 
most outstanding government agency of its kind. Now it consists of a majority 
of protectionist appointees and is championed by the American Tariff League. 
At least since 1952, the U. S. tariff has in fact not been more restrictive than 
those of the larger European countries.‘ The escape-clause and peril-point 
provisions have been judiciously administered. But the instability of the 
American market and especially the uncertainty concerning American foreign 
trade policy during recessions—has been at the root of the difficulty. 

The evidence on the long-term trend of U. S. foreign trade and payments 
suggests that strong underlying forces are operating toward equilibrium in 
our international accounts. But the testimony furnished in the Hearings under 
review indicates that protection will be accorded to the weak segments of the 
American economy. The only question is whether it will be administered in 
a manner which is conducive or inconducive to the long-term economic growth 
and international equilibrium of the United States as well as its friends and 
allies. Congress has provided the President with legislation which, if liberally; 
interpreted, can be used as a catalyst to integrate the trading policies of the, 


“For 10 countries, the unweighted average of the 1952 percentage tariff rates on the 
same 78 representative commodities (including foodstuffs, raw materials, semifinished goods 
and manufactures) were as follows: Italy 24, France 19, Austria 17, United Kingdom 17, 
Germany 16, United States 16, Canada 11, Benelux 9, Sweden 6, Denmark 5. Calculated by 
the Secretariat to the General Agreement on Tariffs and Trade. [6, p. 62]; also cited in 
[1, p. 421]. 

* Structural shifts and recent trends in the United States balance of payments are dis- 
cussed in an article by Fred H. Klopstock and Paul Meek, and in a paper by the United 
States Department of Commerce [11, pp. 303-17]. The problems of internal and external 
adjustment are dealt with in the same publication by Samuel Lubell, C. P. Kindleberger, 
Stephen Enke, Howard Piquet, W. S. Salant, D. D. Humphrey, Klaus Knorr, D. G. Johnson, 
S. H. Ruttenberg, and I. B. Kravis. 


| 
| 
it | 
n 
. 
l- 
le 
le 
n 
d 
e 
il 
€ 
1 
e 
| 
| 
| 
l 
| 


966 THE AMERICAN ECONOMIC REVIEW 


noncommunist world. Just as we have given our support to the establishment 
of the European Economic Community, so it is now urgent that we provide 
the leadership in the General Agreement on Tariffs and Trade Organization 
by ratifying the Organization for Trade Cooperation and supporting Britain 
and those other members of the OEEC who are genuinely striving to create 
a reasonably free outward-looking common market. Not only would this serve 
the best interest of Europe and the United States, but it could help to solidify 
our respective trade relations with Canada, Latin America, and the newly 
developing countries of Africa and Asia. 
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The Wage-Push Inflation Thesis, 1950-1957 


In the period 1950-1957 between the two most severe downturns in the 
American economy since the second world war, two economic phenomena of 
great importance stand out: (1) a sustained period of relatively full employ- 
ment, and (2) a persistent tendency towards substantial price inflation. The 
latter has produced a good deal of soul searching on the part of professional 
economists, and various explanations have been developed to account for the 
steady rise in the price level. One such explanation, the “wage-push” infla- 
tion thesis, forms the subject matter of this paper. Simply stated, the wage- 
push inflation thesis holds that money wage rates have increased more rapidly 
than physical productivity and, consequently, have exerted upward pressure 
on costs and prices.* 

There can be little quarrel with the view that money wage rates have, in 
recent years, risen more rapidly than physical productivity. Table 1 presents 


TABLE 1.—MANUFACTURING WAGES PER Hour AND MANUFACTURING 
Propuctivity PER Hour, UniTep States, 1950-1957* 


(1950= 100) 
Year Manufacturing Wages per Hour a 
1950 100 100 
1951 109 99 
1952 114 101 
1953 121 104 
1954 124 107 
1955 129 112 
1956 136 113 
1957 142 115 


® The index numbers for manufacturing wages per hour were computed on the basis of gross 
hourly earnings for manufacturing workers. The index numbers for productivity per hour in 
manufacturing were computed by correcting the Federal Reserve Board index of manufactur- 
ing production for changes in total manufacturing employment and weekly hours worked in 
manufacturing. 

Sources: Monthly Labor Review, Bureau of Labor Statistics and Federal Reserve Bulletin. 


data for 1950-1957 which show that manufacturing money wage rates in- 
creased some 40 per cent in this eight-year period while physical productivity 
in manufacturing rose only 15 per cent. The explanation is usually stated in 


1See E. H. Chamberlin [1] or J. M. Clark [2]. The following excerpt from Chamberlin 
[1, p. 28] is illustrative of this position: “There seems to be no reason to doubt that the 
upward pressures exerted by unions and transmitted to prices through the law of costs may 
well proceed (as they have recently) at a rate greater than the rate of increase in produc- 
tivity for the economy as a whole, with a resulting general rise in prices.” 
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one of two forms: (1) the unqualified wage-push inflation thesis: the major 
(if not sole) factor responsible for inflationary pressures is increasing money 
wage rates; or (2) the qualified wage-push inflation thesis: in addition to the 
responsibility of increasing money wage rates for inflationary pressures, the 
full-employment guarantee contained in the Employment Act of 1946 pro- 
vides assurance to trade unions that any unemployment effects resulting from 
excessive money-wage-rate increases will be compensated for by government 
contracyclical policies. 

This second form of the wage-push inflation idea introduces the question 
of the unemployment effect which may result from an excessive money-wage- 
rate increase and, in view of the relatively full employment experienced be- 
tween 1950 and 1957,? suggests the basic question to be considered in this 
paper: What conditions would have had to prevail for the wage-push infla- 
tion thesis to be an adequate explanation of the inflation that has char- 
acterized the United States economy in the period 1950-1957? 


I. The Theoretical Model 


A major problem in answering this question arises from the interdependence 
between the general level of money wages and the level of income and em- 
ployment. If the income effect of a general increase in money wages could 


D 
PRICE 
LEVEL 
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Q 
OUTPUT & EMPLOYMENT 
Ficure 1. AGGREGATE DEMAND AND AGGREGATE SUPPLY oF GooDs AND SERVICES 


be ignored, the analysis of the relationship between money wage rates and 
the level of employment could be handled in a very simple manner. By as- 
suming (1) a fixed level of income, and (2) that the level of output and the 
level of employment are uniquely related, an aggregate demand function DD 
for the economy’s goods and services could be constructed by relating the 
general price level to the level of output and employment (see Figure 1). 

? The annual percentage rates of unemployment for these years were: 1950—4.98, 1951— 


2.99, 1953—2.51, 1954—5.01, 1955—4.03, 1956—3.78, and 1957—4.32. Source: Bureau of the 
Census estimates. 
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Such a function is necessarily of unit elasticity. An aggregate supply function 
SS can also be derived, its shape being dependent upon the conditions of 
marginal cost existing in the economy.* The result is a determinate solution 
for the level of output and employment OQ and the general price level OP. 
For the purpose of this analysis, OQ will be assumed to represent a full- 
employment situation. If we now assume an increase in the general level of 
money wage rates and an unchanged set of production functions for the 
economy, the result is an upward shift of the aggregate supply function SS 
to a position S’S’. This produces a higher equilibrium price level OP’ and a 
lower equilibrium level of output and employment OQ’. 

However, the assumption that a change in the general level of money wage 
rates has no income effect is either (1) simply a more sophisticated way of 
stating the wages-fund doctrine, or (2) requires that any change in the total 
wage bill be offset by changes in the other distributive shares. When the 
assumption is discarded, a family of DD curves must be substituted for the 
single curve previously employed. Each of these curves is related to a par- 
ticular SS curve and represents a different level of income (a higher level of 
income is represented by a curve farther to the right.) Each set of DD and 
SS functions describes an equilibrium situation, and the locus generated by 
the various equilibrium points defines an aggregate demand function for 
labor D; (see Figure 2).* A more definitive formulation of such a function 
is contained in a recent article by Sidney Weintraub in which he suggests 
three general types of D, functions: (1) a Keynesian, or perfectly inelastic 
type, (2) a classical, or negative sloping type, or (3) an underconsump- 
tionist, or positive sloping type [5]. 

If the D, function is of the Keynesian type, an excessive® increase in money 
wage rates generates a rightward shift of the DD function sufficient to com- 
pensate for any potential unemployment effect that may have been implied 
in the original wage-rate increase. However, if it is of the classical type, the 
income effect of the wage-rate increase will be insufficient to maintain 
a full-employment equilibrium. In either case there will be an increase in the 
price level, but the increase will be less than proportional to the money-wage- 
rate increase in the case of the classical D, function. In general, the greater 
the elasticity of the D, function the smaller will be the price-level increase 
that results from an excessive money-wage-rate increase and the greater will 
be the unemployment effect.* Weintraub’s underconsumptionist version of the 


* Rising marginal costs are assumed. Under conditions of constant marginal cost the 
conclusions of the analysis that follows would have to be slightly modified. The preference 
for rising marginal cost is based upon the belief that at near full-employment levels condi- 
tions of decreasing returns prevail. It should also be noted that the SS function assumes 
(1) a given wage rate, and (2) a given set of production functions for the economy. 

* As used in this discussion, the term “aggregate demand function for labor” implies a 
function that recognizes that a change in the general level of money wage rates may have 
an effect upon the level of money income with consequent effects upon the position of the 
individual firms’ demand functions for labor and the level of employment. 

*The term “excessive” as used here denotes an increase in money wage rates with no 
change in the economy’s production functions. 

*If constant marginal costs are assumed, this proposition must be modified to read as 
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D, function may be omitted from consideration as, under conditions of full 
employment, it degenerates into the Keynesian case, except that the effect on 
the price level is magnified due to a greater upward shift in the SS function. 

‘From this analysis it becomes obvious that the only situation in which the 


DO 


Q 
OUTPUT & EMPLOYMENT 


Ficure 2. AGGREGATE DEMAND AND SupPPLy or Goods AND SERVICES 
AND AGGREGATE DEMAND FOR LABOR 


unqualified wage-push inflation thesis can be applied to the relatively full- 
employment conditions of the period 1950-1957 is one in which the aggregate 
demand function for labor is of the Keynesian, or perfectly inelastic, type. 

If it is believed that the aggregate demand function for labor is not per- 
fectly inelastic, there must have been some exogenous factor that produced a 
positive shift in the DD function sufficient to maintain full employment. The 
qualified wage-push inflation thesis provides one such factor: government 
policies are oriented towards inducing the compensatory shift in the DD func- 
tion that is needed to offset any unemployment effect generated by excessive 
money-wage-rate increases.’ Consequently, the thesis must be valid for any 
form of the aggregate demand function for labor. 

There is ample evidence that government activity has been sufficient to 
produce whatever compensatory shift in the DD function may have been re- 
quired to maintain full employment in the period 1950-1957. Federal expendi- 
tures increased from $39.6 billion in the fiscal year 1950 to $69.3 billion in 
fiscal year 1957 [6]. In the aggregate these expenditures totaled nearly $500 


follows: In general, the greater the elasticity of the aggregate demand function for labor 
the greater will be the unemployment effect that results from an excessive money wage 
rate increase. With conditions of constant marginal cost the excessive money wage rate in- 
crease will have its full effect upon the price level. 

* Gottfried Haberler poses the basic problem rather aptly when he says, “If wages are 
pushed up faster [than average productivity], society will have to choose between unem- 
ployment and inflation” [3]. The qualified wage-push inflation thesis maintains that so- 
ciety has chosen inflation. 
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billion in the period and exceeded receipts by some $17 billion. 

Serious question may be raised, though, whether this inflationary pressure 
was the result of deliberate policies on the part of the federal government 
designed to offset possible unemployment attributable to rising wage rates. An 
alternative explanation would be that these large expenditures were the 
result of factors unrelated to the relationship between money wage rates and 
the employment level: for example, the pressing defense needs of the period, 
which accounted for a sizeable portion of the increase in spending. It is espe- 
cially difficult to interpret the activities of the Eisenhower administration in 
the period 1956-1957 (during which time the consumer price index rose from 
114.9 in January 1956 to 121.1 in September 1957) as designed to support a 
full-employment level in the face of excessive money-wage increases.® If the 
large federal expenditures are viewed as independent of money-wage-rate 
increases, a more logical explanation of the inflation is that the DD function 
shifted to the right as a consequence of such expenditures and induced the 
SS function to follow. This type of inflation has been variously called “de- 
mand-pull” or “gap” inflation [4 p. 197]. 


II. Conclusions 

1. An unqualified wage-push inflation thesis is compatible only with a per- 
fectly inelastic (or Keynesian) aggregate demand function for labor. Any 
amount of elasticity greater than this will result in unemployment effects if 
money wage rates increase faster than physical productivity. 

2. A qualified wage-push inflation thesis is also valid under conditions of a 
perfectly inelastic aggregate demand function for labor, but it is valid under 
classical conditions of aggregate demand for labor only if it is presumed that 
the large increase in federal government expenditures was deliberately de- 
signed to support full employment in the face of excessive money-wage-rate 
increases. However, if these increased expenditures resulted from factors 
exogenous to the money-wage-rate employment-level relationship, it would 
seem that these factors should bear at least some of the responsibility for the 
inflationary bias in the economy. 

If the classical form of the aggregate demand function for labor is accepted 
[5, pp. 842-46] and if it is felt that the large increases in federal expenditures 
in the 1950-1957 period were produced by exogenous factors,® the case for 
wage-push inflation loses much of its significance. Under these conditions, a 
more acceptable explanation of the phenomenon of persistent inflation is one 
that places its emphasis on pressures that have tended to increase the aggre- 


gate demand for goods and services in the American economy. 
Lowe. E. GALLAway* 


*The argument may be made that the psychological effect on union leaders of the 
existence of full-employment guarantees has led them to be bolder and more demanding 
in their wage negotiations than would have been the case in the absence of such a guarantee. 
However, the important point is whether their activities have necessitated government inter- 
vention to support full-employment levels. 

* This author is willing to accept both of these premises. 

* The author is assistant professor of economics at Colorado State University and would 
like to acknowledge the comments and suggestions of his colleague Mitchell M. Smiland. 
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The Permanent Income Hypothesis: Comment 


In a critical review article,» H. S. Houthakker reports that an important 
testable implication of Friedman’s theory of the consumption function? is con- 
tradicted by statistical data. Houthakker views his results as particularly sig- 
nificant because he believes the test he performed to have been suggested by 
Friedman. 

In this paper I shall argue: (1) the test actually suggested by Friedman is 
an appropriate one. (2) Houthakker has not performed the test correctly. (3) 
When the test is performed correctly, utilizing the same data as Houthakker’s, 
the results are entirely consistent with Friedman’s permanent-income hy- 
pothesis. (4) A more powerful test, implicit in the underlying Friedman 
hypothesis, may be applied to these same data. (5) This more powerful test 
gives results strikingly consistent with the predictions of the Friedman model. 


I. Friedman’s Theory and Proposed Test 


Friedman argues essentially that both income and consumption should be 
viewed as consisting of permanent and transitory components and that while 
the permanent components of income and consumption are positively related 
to each other, there is no correlation between transitory components or be- 
tween either transitory component and the permanent component of the other 
variable. This means that total or “measured” consumption will vary sys- 
tematically with total or “measured” income only to the extent that the 
variation in measured income represents a variation in permanent income. 
Where individuals receive a temporary increment in income one would expect 
an increase in their consumption only in response to the portion of that 
increase which, because of the addition to their wealth represented by the 


+H. S. Houthakker, “The Permanent Income Hypothesis,” Am. Econ. Rev., June 1958, 
48, 396-404. 

? Milton Friedman, A Theory of the Consumption Function, Nat. Bur. Econ. Research 
Gen. Ser. 63, Princeton 1957. 
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increment in income over any finite period of time, would be viewed as an in- 
crease in permanent income. The remainder of the temporary increase in 
income may be thought of as the transitory component of income and would 
have no effect on consumption. 

Since Friedman argues that individuals are likely to consume a constant 
proportion of their permanent income, the elasticity of permanent consump- 
tion with respect to permanent income will be unity. It can then be shown to 
follow that when we compute regressions from cross-section data, if the mean 
transitory components of consumption and income are both zero the value of 
the elasticity of total consumption with respect to total income at the point 
of mean income will be an exact measure of P,, the proportion of total vari- 
ance of income that is due to its permanent component. And if linear regres- 
sions are calculated from the logarithms of consumption and income the esti- 
mated elasticity will of course be constant and will always measure Py, 
regardless of the values of the mean transitory components. But, Friedman 
points out, “the permanent component of income is itself a resultant of a 
host of factors many of which are specifiable and observable, such as location, 
age, occupation and the like” (pp. 215-16). It follows that if we compute 
regressions within groups more or less homogeneous with respect to one or 
more of the factors affecting permanent income, regression coefficients (both 
those fitted to the arithmetical and the logarithmic data) will tend to be less 
than the regression coefficients computed from the data as a whole. Friedman 
thus proposes (p. 216, emphasis added) the following specific test: 


Suppose a regression were computed for a broad group of consumer units, 
say a sample of all units in the United States, and the corresponding 
elasticity estimated. Suppose this broad group were broken down into 
subgroups, say by the communities in which they reside, and separate 
regressions computed for each community. An appropriately weighted 
average of the corresponding elasticities should then be smaller than 
the elasticity for the group as a whole, and smaller by an amount calcula- 
ble from the income data for the separate communities. The classification 
by communities eliminates one source of variability in permanent com- 
ponents, and so should reduce the variance of permanent components 
and hence the elasticity. 


II. Houthakker’s Findings and the Nature of His Error 


It is this test that Houthakker has undertaken to perform. Utilizing some 
of the wealth of data provided by the budget survey carried out by the United 
States Bureau of Labor Statistics in 1950 and published jointly with the 
Wharton School of Finance and Commerce, Houthakker chose as his classi- 
fications: city class, occupation, and age of the head of the household. For 
each of 363 cells corresponding to the groups and subgroups so created, 
Houthakker calculated arithmetical linear regressions (marginal propensities 
to consume) and double-log regressions (elasticities of consumption with 
respect to income). He then compared the coefficients of each minor subgroup 
with those of the major group from which the subgroups had been formed. 
Each subgroup coefficient less than its corresponding major group coefficient 
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Houthakker classifies as “favorable” to the Friedman hypothesis. Where a 
coefficient of a subgroup is more than that of a major group, Houthakker 
classifies the result as “unfavorable.” He then shows that “for almost every 
comparison the number of unfavorable cases exceeds that of the favorable 
cases.”” Comparing the coefficients of smallest cells with the coefficients com- 
puted for all households as a whole, Houthakker finds (p. 403): 


Perhaps the most devastating evidence . . .: of the marginal propensities 
to consume in the 215 smallest subcells less than one-third [67] agree 
with Friedman’s theory, and only 40 per cent [86] of the corresponding 
elasticities agree. Even if the coefficients for the minor cells had a fifty- 
fifty chance of being smaller than the coefficients for all households, the 
observed results would have a probability of less than one per cent. A 
fortiori we are compelled to reject the hypothesis that the coefficients in 
the minor subcells are on the whole smaller than those for all households. 


Houthakker then concludes (pp. 403-4) that this: 


. .. Clearly reflects adversely on the permanent-income hypothesis of which 
it is the most direct test available so far. The fact that Friedman had 
confidently suggested it only adds to its significance. Nor can there be 
any doubt that if the concept of permanent income has any meaning at 
all, its numerical value must be more uniform in the minor than in the 
major subcells, so that the conditions for the test are indeed satisfied. 


If Houthakker was right, Friedman’s hypothesis, and indeed any hypothe- 
sis that consumption is related more to permanent than to transitory income 
(not merely the “extreme” Friedman view that consumption is related only 
to permanent income) would be badly damaged. But Houthakker is not right. 

Houthakker has in fact “proved” too much. By his measure, the marginal 
propensities to consume and elasticities of consumption are actually more 
where apparently the variance of the permanent component of income is rela- 
tively less and the variance of the transitory component is relatively more. 
This would suggest that consumers vary their expenditures more with a 
transitory than with a permanent change in income. Such a result might 
follow from the fact that the data on consumption do not eliminate expendi- 
tures for the purchase of consumer, durables, an elimination which both 
Friedman and Houthakker would fier While I believe that Houthakker is 
unwarranted in rejecting the possibility that this characteristic of the data is 
sufficient to explain the “negative” results, since I am no more prepared than 
Houthakker to offer data on this point I shall not press it.* But then what 
does account for Houthakker’s literally negative results? 


* While I share the view of Friedman, Houthakker and others that inclusion of only the 
rental or service value of consumer durables in “consumption” would permit estimation 
of a more stable “consumption” function, I must warn against misinterpretation of the 
implications of the parameters of such a function. For example, it would not follow then 
that a very low value (even zero, as suggested by Friedman) for the marginal propensity 
to consume out of transitory income implies that a temporary cut in personal income taxes 
on consumers would not be an effective antirecessionary measure. For if consumers were 
consequently to increase their purchases of durable goods, this increased “investment,” 
explainable by the acceleration principle operating on an increased demand for the services 
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Before answering this directly, we should point to another curiosity in the 
Houthakker data which will help lead us to the source of the error. Recall 
Houthakker’s finding that, taking all of the smallest subcells, the coefficients 
were actually significantly unfavorable (not merely not significantly favora- 
ble) to the Friedman hypothesis. But when the major cell was “occupation” 
and the minor cell was “age and occupation” the “score” (on both the linear 
and the double-log coefficients) was 16 favorable and only 12 unfavorable. 
A chi-square test reveals that the ratio of “favorable” to “unfavorable” linear 
coefficients in this classification differs significantly from the corresponding 
ratio (of 67 to 148) involving the smallest subcells, which Houthakker, it will 
be recalled, found “most devastating.” (With one degree of freedom, the 
adjusted chi-square of 6.325 on the comparison of linear coefficients in the two 
classifications is significant at the .02 probability level.) Indeed similarly sig- 
nificant (although not as sharp) discrepancies are found in other classifica- 
tions where “occupation” is the major cell. Apparently some systematic factor 
which Houthakker has ignored is affecting his results. 

To understand this factor we must digress briefly to elaborate on the 
theoretical basis for the test proposed by Friedman. He states that where the 
variance of the permanent component of income is reduced the regression 
coefficients should be less. But this is clearly on the assumption, which 
Houthakker forgets, that the variance of the transitory component of income 
is not reduced relatively as much as or more than the reduction in the vari- 
ance of the permanent component. Now if permanent income is correlated 
with occupation, as of course it is, the variance of permanent income around 
the mean of permanent income of each occupation will, on the average, be less 
than the variance of permanent income around the mean of permanent in- 
come for all households. But it does not follow that the variance of permanent 
income within every occupation (or even within most occupations) will be 
less than the over-all variance of permanent income unless the variance of 
permanent income is unrelated to occupation. One of the basic empirical 
characteristics of income data is that the variance of income is highly related 
to occupation. Indeed it is probably this fact that has given rise to much of 
the more recent neo-Keynesian theory of the consumption function. In par- 


of durables stemming from the (small) permanent component of the temporary increase 
in disposable income, and/or by the dependence of investment on the supply of funds 
in an imperfect capital market (one needs a down-payment for purchases of durable 
goods), might well increase expenditures more than one would expect even from the old 
incorrect estimates of marginal propensities to consume. 

One should in this connection warn against the apparent misconception of Houthakker’s 
that all of windfall gains or temporary increases in income constitute transitory income 
in the Friedman model. Thus, contrary to Houthakker’s assertion (p. 398), a Friedman- 
type consumer “who has a lucky day at the races” might very correctly “buy his friends 
a drink.” For a man who wins $100 at the races should, with the three-year horizon that 
Friedman postulates and a modest rate of interest, reckon that his permanent income is 
up by about $35. It would be only the remaining $65 that would constitute transitory 
income and have no effect on consumption. However, this consideration of the nature of 
the income components does suggest a problem as to the consistency of Friedman’s defini- 
tions with his assumption of zero correlation of permanent and transitory components—a 


problem I shall not pursue further in this paper. 
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ticular, the variance of income in the “self-employed” occupation is notori- 
ously vastly greater than in other occupations. And it is also clear that a very 
large part of the variance of total income in the self-employed category must 
be due to variance of transitory income. A self-employed person may have a 
high income one year and a low income or even a negative income the next. 

What this means is that the variance of permanent income within the self- 
employed category may be much more than the variance of permanent income 
in all households, while the ratio of the variance of permanent income to the 
variance of transitory income within the self-employed category may be Jess 
than this ratio for all households. And what is more, and this is of crucial 
importance, so much of the variance of the transitory component of income 
may be concentrated in the “self-employed” category that the ratio of vari- 
ance of permanent to variance of transitory components in all other occupa- 
tions may be greater than this ratio for the self-employed category and greater 
as well than the same ratio for all households as a whole. But if this is so it 
would be entirely consistent with the Friedman theory to find that the 
“marginal propensity to consume” in the self-employed category is less than 
the marginal propensity to consume in each of the other categories and in all 
households combined, as Houthakker’s work in fact reveals (see his Table 
I, p. 401). And it would also be consistent with Friedman’s theory to find 
that the marginal propensities to consume in occupations other than that of 
the self-employed are generally higher than the marginal propensity to con- 
sume for all households, as Houthakker discovered. 

Now the essential characteristics of the data with which Houthakker 
worked are in fact entirely consistent with the preceding analysis. Estimates 
of the variance (and standard deviation) of total income for all households 
and by occupation of head of household, as calculated from the mean incomes 
and frequencies within income intervals, made available in published B.L.S.— 
Wharton School budget data‘ are as follows: 

Variance Standard Deviation 


All households 6,805,262 2,609 
Self-employed 21,934,339 4,683 
Salaried professionals, officials, etc. 9,461,273 3,076 
Clerical and sales workers 4,670,435 2,161 
Skilled wage earners 2,279,554 1,510 
Semiskilled wage earners 2,029,745 1,425 
Unskilled wage earners 2,108,613 1,452 
Not gainfully employed 4,871,268 2,207 


In two of the occupations (the self-employed particularly) the variance of 
total income is greater than the variance of total income for all households. 
It is quite clear that the significant relation between income and occupation is 
not strong enough to outbalance the significant relation between occupation 
and the variance of income. But what about the ratios of permanent to transi- 
tory variances? 

We can begin to answer this question on the basis of some casual em- 


*The source of all of our basic data is Study of Consumer Expenditures, Income and 
Savings, Vol. I., Family Accounts—1950, Philadelphia, University of Pennsylvania, 1956. 
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piricism, observing that the variance of transitory income is likely to be pro- 
portionately very high both in the self-employed group, as already suggested, 
and in the changing, heterogeneous “not gainfully employed” group, which 
would include both unemployed and retired people.* But if transitory vari- 
ance is proportionately greater relative to permanent income variance in these 
two categories then, since so much of the variance of total income is concen- 
trated in the self-employed group, the ratio of transitory to permanent vari- 
ance may well be less in all of the other occupations. 

Fortunately, a related Friedman hypothesis enables us to be more precise in 
this analysis. According to Friedman the elasticity of consumption with 


dl 
respect to income, or wor measures the ratio of the variance of permanent 
income to the variance of total income. Suppose that we take the double-log 
regression coefficients reported by Houthakker as our estimates of this ratio 
for both the self-employed group and all households as a whole. These esti- 
mates would then be, respectively, .523 and .696. But now suppose, to begin 
to anticipate the more powerful test that we have made, we assume that there 
is no significant difference in the mean transitory component for each occupa- 
tion. Then all of the between-occupation difference in income would be due to 
differences in permanent income. This is an extreme assumption because in 
fact cyclical and other systematic factors may actually cause some differences 
in the mean transitory component of different occupations (for example the 
self-employed group probably had a greater mean transitory component in the 
inflation-war year of 1950 to which our data pertain). On this assumption and 
ignoring the estimate of the elasticity of consumption for the not-gainfully- 
employed group, we still find that analysis of variance (subdivision of sums 
of squares) reveals that the ratio of permanent income variance to total in- 
come variance for all of the other occupations, appropriately weighted, would 
average .697, slightly higher than this ratio for all households combined. 
Whatever the method of estimating the proportion of transitory to perma- 
nent variance, it should be clear that where a very large proportion of the 
total sums of squares of deviations about the mean is concentrated in one 
(or two) groups and where the variance of this group (or these groups) con- 
sists disproportionately of variance of transitory income, the variance of 
most, if not all, of the other groups must consist disproportionately of perma- 
nent income. In such a situation, to the significance of which Friedman un- 
fortunately did not explicitly call attention, it becomes particularly important 
that the marginal propensities and elasticities utilized in the Friedman test, 
be, as Friedman did state, appropriately weighted.° It is because of Houthak- 


5 The households headed by a retired person may contribute to low regression coefficients, 
which is really the essential statistical point, for reasons other than high relative variances 
of transitory income. For example, one would expect to find wide disparities in the ratios 
of nonhuman to human wealth in this group. 

* Concentration of “sums-of-squares” is in fact great not only in the self-employed group 
(25.9 billion of a total within-occupation sum of squares of 71.0 billion) but in large cities. 
Thus, of a total sum-of-squares of deviations of income around the nine city class means, 
amounting to 80.9 billion, no less than 27.0 billion are generated in “Large Cities of the 


a 
+ 


978 THE AMERICAN ECONOMIC REVIEW 


ker’s failure to weight his coefficients (for him each coefficient in effect has 
equal weight as he merely counts the number of coefficients “favorable” and 
“unfavorable”) that he gets his negative results. But under these circum- 
stances such results have no bearing on the Friedman hypothesis. 


III. A Correct Application of the Friedman Test 

Once we recognize this marked relation between the proportion of variance 
which is transitory and the contribution of the group to the total variance, the 
correct application of the Friedman test becomes clear. What we wish is a 
regression coefficient based on the within-group variance and covariance or the 
average of the within-group regression coefficients, where each within-group 
coefficient is weighted by the sums of squares of the deviations of income 
around the group mean. We can best make this clear in symbols: 

Let Ci, equal the consumption of the ith household in the gth group: 

Yi, | equal the income of the ith household in the gth group; 

equal the number of households in the gth group; 
equal the number of groups; 
equal the mean consumption of households in group g; 
equal the mean income of households in group g; 
equal the mean consumption of all households; 
equal the mean income of all households; 


= > 2, be the total number of households in the sample; 


o=1 


bey equal the regression coefficient of consumption on income for 
all households combined; 
buy equal the weighted average of within-group regression coef- 
ficients appropriate for the Friedman test. 
Then, of course, 


EE 
bey = = ? 


North,” where the within-group linear regression coefficient is distinctly lower than in most 
other city classes. Further, the between-group sum of squares of income deviations is in fact 
frequently relatively low; it is only 1.5 billion between-city-classes, for example, out of 
a grand total of 82.4 billion (although the corresponding ratio is markedly higher when 
occupation is the variable of classification). Thus, the amount that within-group variance 
(and regression coefficients) could be expected to be lower than over-all variance (and 
regression coefficients), because of the elimination of between-group variation, is small— 
perhaps smaller than Friedman anticipated in proposing his test—relative to the differences 
among within-group variances themselves. It is these peculiarities of the population which 
make the failure to “weight”—in many circumstances an innocent enough omission—so 
serious in this test. 
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> (Cig = io Y,) 
pice = g=1 i=l 
g=1 i=l 


So that the weighting may be seen more explicitly, we may also let bf 
designate the regression coefficient for consumption on income within the 
group g. Then, 


G ng 
big = = 
g=1 i=1 


To summarize in words, what we need for the Friedman test is the regres- 
sion of consumption on income for all households calculated on the basis of 
the total within-group variance and covariance, or the sum of the variances 
and covariances around the group means weighted in each case by the num- 
ber of households in the group. In terms of within-group regression coeffi- 
cients, what we need is the average of within-group regression coefficients 
weighted by the within-group sums of squares of deviations of income about 
the group mean.’ 

Then the test of the Friedman hypothesis is whether this within-group 
weighted regression coefficient is less than the over-all regression coefficient for 
all househelds combined. Since we have concentrated our discussion thus far 
on the classification by occupation let us first present the comparison of the 
over-all coefficients with the weighted averages of coefficients for occupa- 
tions: 

Linear Double-log 

(MPC) (Elasticity) 
Weighted average of within-group occupation coefficients .654 .702 
Over-all coefficients 679 727 


These differences are statistically significant at the .001 probability level. 
The Friedman hypothesis passes the test, a test that it “failed” decisively 
(by a ratio of 6 to 1) with Houthakker’s unweighted (or equal-weight) com- 
parisons. 

In Table 1 we present comparisons of over-all coefficients (col. 4 and 7) and 
appropriately weighted within-group coefficients (col. 3 and 6) for many of 
the classifications employed by Houthakker. The table reveals results re- 
markably favorable to Friedman’s hypothesis. Quite contrary to Hout- 
hakker’s irrelevant comparisons, in every single one of 23 sets of correct com- 
parisons, the appropriately weighted within-group marginal propensity to 
consume and the appropriately weighted within-group “elasticity of con- 


* This is developed more fully in the appendix. 
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TaBLe OvER-ALL, AND BETWEEN-GRouP REGRESSION 
COEFFICIENTS OF CONSUMPTION ON INCOME* 


“(Marginal Pro- || Doublelog Coet 
Variable of Classification Population With- Be- Wi th- Be- 


in | Over-!tween- |} in | Over- |tween- 
Group} all | Group |}Group} all | Group 
(cr) | (ber) | (Er) || (Ber) | Ber) | Ber) 
(1) (2) 3) | © 6 | | 


Age Total -661 | .681 | .975*|| .675 | .709 | .900* 
Occupation* Total -654 | .679 | .806* || .702 | .727 | .798 
City class® Total -686 | .691 | .935 |} .715 | .720 | .995¢ 
Age by city class@ Total -656 | .681 | .949* || .668 | .709 | .900= 
Occupation by city class*| Total -650 | .679 | .808* || .696 | .727 | .806* 
Age‘ Large cities, North || .639 | .653 | .864° || .679 | .704 | .849¢ 
Suburbs, North .721 | .736 | 1.046" || .729 | .751 | .8998 
Small cities, North || .668 | .694 | 1.067* || .532 | .589 | .966* 
Large cities, South |} .678 | .692 | 1.067° || .776 | .793 | .946° 
Suburbs, South -628 | .652 | .881°|| .664 | .699 | .892° 


Small cities, South |} .812 | .822 | .941 || .788 | .797 | .855 

Large cities, West || .668 | .703 | 1.002% || .652 | .705 | .885* 
Suburbs, West -604 | .645 | .861>)) .435 | .524 | .835* 
Small cities, West || .546 | .587 | 1.018 || .626 | .690 | .951" 


Occupation Large cities, North || .624 | .642 | .749 || .696! .704 | .733 
Suburbs, North -709 | .718 | .772 || .736 | .750 | .807 
Small cities, North || .664 | .681 | .763 || .690 | .699 | .718 
Large cities, South || .679 | .719 | .904>|) .756 | .792 | .896> 
Suburbs, South -606 | .649 | .836>/| .696 | .742 | .876° 
Small cities, South || .780 | .824 | .956°|| .714 | .785 | .982s 
Large cities, West || .680 | .710 | .841*|| .678 | .709 | .782: 
Suburbs, West -598 | .644 | .810° |} .568 | .624 | .740¢ 
Small cities, West || .568 | .597 | .701 || .652 | .699 | .800° 


* Differences significant at .001 level. 

> Differences significant at .01 level. 

° Differences significant at .05 level. 

4 567 observations. 

© 81 observations. 

! 63 observations in each city class. 

* The basic data utilized were the arithmetic means of consumption and income and the 
number of households in the cell, for cells classified by income (9 groups), age (7 groups), oc- 
cupation (7 groups), and city class (9 groups). There were 12,489 households in all. The num- 
bers of households in the various city-class categories, in the order in which these are listed in 
the table, were, 3,853, 1,242, 629, 1,923, 503, 443, 2,192, 638, and 1,066. However, no more 
than 3 variables of classification were employed at one time and although each observation 
was weighted by the number of households in the cell, the maximum number of observations 
(cells) underlying any weighted regression was therefore 7X9X9, or 567. The “F” test was 
used to ascertain the statistical significance of differences (regardless of sign) among the with- 
in-group, over-all, and between-group regression coefficients, with the residual within-group 
variance (degrees of freedom equal to the total number of cells minus the number of groups 
minus one) as the lesser mean square. Differences significant at the .05 level or better are 
identified by superscripts in columns 5 and 8. Standard errors of the regression coefficients 
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sumption with respect to income” are Jess than the respective over-all co- 
efficients. In addition, in further accord with Friedman’s suggested test, as we 
stratify for more variables related to income we further reduce the within- 
group coefficients. Thus, for example, the within-age-and-city-class “marginal 
propensity to consume” of .656 is less than the within-age propensity of .661 
and the within-city-class propensity of .686. Similarly, the within-occupation- 
and-city-class propensity of .650 is less than the within-occupation propensity 
of .654 (as well as, again, the within-city-class propensity of .686). 


IV. A More Powerful Test 


Transitory components of income, Y{,, may be considered as themselves 
the sum_of two components, the mean transitory component of the group, 
say Y%, and the deviation of the individual household’s transitory income 
from the mean transitory component of the group, that is, Yi,—Y}. The 
cross-section variance of the transitory component of income for a sample 
of m households may therefore be written: 


Cm t t 


i=l 
n—1 
Gin P G 
g=1 i=l g=1 


¥ (-1)+6-1 


have also been estimated. These, as well as further details as to the underlying calculations 
are available upon request to the author. 

Each of our coefficients is derived from all observations of the groups indicated. For this 
reason they differ somewhat from those of Houthakker, who eliminated a number of cells 
“fn order to avoid meaningless results based on very small numbers of households” (p. 402). 
In particular, Houthakker excluded all households where the age of the head was over 65 or 
under 25, thus restricting himself to 4 of the 7 age groups in which the data were classified, 
and also eliminated all remaining subcells in which fewer than 5 income groups were repre- 
sented. Such eliminations were unnecessary in the case of our weighted measures. Each set 
of our coefficients (567, bey, and b%;; and 66%, Bey, and 6%y) for any group or groups is of 
course based on data for the same set of households. 

Coefficients derived from weighted means of consumption and income of cells defined by in- 
come and other classificatory variables depend somewhat upon the identity of the other 
classificatory variables employed. Minor discrepancies apparent in our table among over-all 
regression coefficients for identical populations reflect inequalities of the amounts and propor- 
tions of within-income group variance and covariance (of course unavailable from the tabu- 
lated frequency distributions both Houthakker and I have utilized), when income groups are 
subdivided by age, occupation, city class, age and city class, or occupation and city class. 
Problems of lack of uniqueness of the resultant coefficients, occasioned by the form of the 
available published tabulations, are apparently trivial in numerical magnitude and are, in any 
event, largely irrelevant to the comparisons of within-group, over-all, and between-group co- 
efficients with which we are concerned. It should of course be clear throughout that “between- 
group” refers to groups other than income and that all of the “within-group” coefficients are 
actually “between-income-group” coefficients. 


| 
g=1 
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Then, if the transitory component of income is uncorrelated with the varia- 
ble of classification, the larger the values of m,, the more the mean transitory 
component for any group, Yj, will approximate the over-all mean transi- 
tory component, Y‘. Let us now introduce the “between-group regression 
coefficient,” based upon the group means of consumption and income 
weighted by the number of households in each group. Denoting this coef- 
ficient by bfy, we have: 


G G 
(C2 — — + (C, — TH(¥, — 
—— 


According to Friedman, the second term of the numerator, which corre- 
sponds to the covariance of the transitory components of consumption and 
income, should approximate zero. However, if the transitory component of 
income is unrelated to the variable of classification (g), the value of the 
second term of the denominator will also be nonzero only because of sam- 
pling fluctuations, and the ratio of its value to that of the first term of the 
denominator will approach zero as the values of m, increase. For, it will be 
noted that, if the variable of classification is related to permanent income 
the values of (Y7—Y”) will not approach zero, while, if the variable of 
classification is uncorrelated with the transitory component of income, the 
value of (Y{—Y) will approach zero. 

From this it follows that, if we pick our variables of classification prop- 
erly, as we increase the number of households in each group the second terms 
of the numerator and denominator above will tend to vanish and the be- 
tween-group regression coefficient will approach the value of the coefficient 
of regression of the permanent component of consumption on the permanent 
component of income.* The same result will follow for the elasticity of con- 
sumption with respect to income, that is, the coefficient of regression of the 
logarithm of consumption on the logarithm of income. Thus, we should ex- 
pect the elasticity of consumption with respect to income estimated from 
the group means of the logarithms of consumption and income to be close 
to unity if the Friedman hypothesis is correct. More accurately, we should 
expect this elasticity to be significantly closer to unity than the elasticity 
calculated from the data with regard to individual households, which we 
have referred to as the “over-all” coefficient. How close to unity the calcu- 
lated between-group elasticity will be will depend upon the extent to which 
the variable of classification, while correlated with permanent income, is in 
fact uncorrelated with the transitory component of income. 

While much of the transitory component of income is unique to the in- 
dividual—layoffs, illness, windfall gains and losses—and individual differences 


* Expressed another way, for appropriate choices of the variable of classification, g, 
bgy will be an asymptotically unbiased estimate of Friedman’s k (or). 
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will tend to wash out in any large-group averaging, which is the basis of our 
hypothesis, some of it does, of course, vary systematically. Thus, for example, 
year-to-year changes in relative prices and in averages or indices of prices may 
have different effects upon the transitory income of different groups. In 1950, 
in particular, it may be expected that the rise in prices and money incomes 
and other consequences of the beginning of the Korean war would influence 
unequally the transitory incomes of different occupations, city classes, and age 
groups. One might expect the self-employed group, and possibly wage earners, 
to have sharply positive transitory components. Similarly, retired people and 
older age groups might suffer declines in real income which would in part 
represent declines in transitory components.° Cities containing plants operating 
on military contracts might evidence greater increases in transitory income 
than other cities, and so forth. 

In spite of all these qualifications, it would seem clear that if our hypothesis 
is correct (and ultimately if Friedman’s hypothesis as to the roles of perma- 
nent and transitory income is correct) we should expect our between-group 
regression coefficients to be substantially higher than the over-all coefficients 
and, a fortiori, consistent with the original Friedman test proposal, to be 
higher than the within-group coefficients. And, particularly, we should expect 
the between-group elasticities of consumption with respect to income to be 
substantially closer to unity than the over-all elasticities (and again, a fortiori, 
than the within-group elasticities). Thus while the Friedman test involves 
only the prediction that within-group coefficients will be less than the over-all 
coefficients, our test demands that the between-group linear regression co- 
efficient approximate the ratio of permanent consumption to permanent in- 
come, &, and that the between-group log-linear coefficient (elasticity of con- 
sumption with respect to income) approximate unity for appropriately se- 
lected variables of classification. And we should be able to anticipate at least 
relatively the amount of departure from unity as a result of the nature of the 
variable of classification and its relation or lack of relation to the transitory 
component of income (presuming, of course, that the variable of classification 
is related to the permanent component of income). 

The results of our test are striking (see Table 1, col. 5 and 8). The between- 
group city-class cross-section marginal propensity to consume based upon the 
means of income and consumption in the 9 different city classes was .935, far 
above the corresponding .691 figure for the over-all marginal propensity to 
consume, as well as, of course, the within-city-class weighted MPC of .686. 
The between-city-class elasticity is .995, about as close to unity as anyone 
could wish,?° and far above both the over-all elasticity of .720 and the weighted 
within-city-class elasticity of .715. The between-occupation marginal pro- 
pensity to consume based upon means of consumption and income of each 
occupational group is .806, which is again substantially above the over-all 
figure of .679, as well as the weighted within-occupation coefficient of .654. 

®Some members of older age groups whose retirement had been postponed or who had 


been called out of retirement as a result of the war-induced increase in the demand for 
labor might, of course, have substantial, largely transitory increases in income. 


* Standard error of .038. 
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The between-occupation elasticity is .798, again substantially above both the 
— elasticity of .727 and the weighted within-occupation elasticity of 

The between-group coefficients, while bound mathematically to conform 
(in the opposite direction) to the relation of the within-group to over-all 
coefficients, are thus particularly revealing. That the elasticities are in many 
instances close to unity is in accord with Friedman’s view of the relation be- 
tween consumption and the permanent component of income and our sugges- 
tion that for appropriate variables of classification the variance in the transi- 
tory component of income “washes out” between groups. It may be noted, 
however, that the elasticities between-occupations are conspicuously less than 
unity. But is this not precisely what we might have expected in view of the 
likelihood that the transitory component of income would in fact be much less 
unrelated to occupation than to other variables of classification? Particularly, 
in the year of 1950, to which our data pertain, the transition from recession 
to war-induced inflation would appear likely to have involved transitory com- 
ponents of income that were markedly related to the occupation of the head 
of the household. 

Our between-group coefficients suggest strongly that with appropriate 
variables of classification unrelated to the transitory component of income, 
with other relevant variables accounted for, and with consumption defined so 
as to include only the service or depreciation (not the purchase price) of 
durable goods, the elasticity of consumption with respect to income may in- 
deed be close to unity. What is more, it may be noted, the “marginal pro- 
pensity to consume” derived from such intergroup data would appear 
strangely close to unity, as well. Is all of the Keynesian concern about sav- 
ing without base? Lest we leap to unwarranted conclusions we should remind 
ourselves that the relevant (and Keynesian) marginal propensity relates con- 
sumption to national income. We deal only with disposable personal income. 
These statistics may, however, be a useful reminder that most of saving is 
to be accounted for and explained in terms of undistributed corporate profits 
and “capital gains,” rather than personal income. But all this is another story. 


V. Conclusion 

Both the test proposed by Friedman, involving appropriately weighted 
within-group regression coefficients, and our test, involving between-group 
regression coefficients, give results which are consistent with the Friedman 
hypothesis that consumption is unrelated to nonpermanent components of 
income. This should not be taken to mean that Friedman’s theory of the con- 
sumption function is sufficient for all purposes of prediction and analysis. 
Our results are consistent as well with the hypothesis that consumption is 
positively related to temporary components of income, but not as positively 
related as it is to the permanent component. It should also be recognized that 
the averaging process involved in working with group means may have 
“washed out” many relevant variables, other than the transitory component 
of income, which should play a significant role in the development of a stable 
consumption function. It would be in order, too, to utilize data such as we 
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have employed to choose between elements of the Friedman model and the 
frequently similar but sometimes critically different elements of the Modigliani- 
Brumberg model of consumption. 

But with all of these challenging issues still to be resolved, it should be 
clear that contrary to Houthakker’s report, Friedman’s permanent income 
hypothesis does not fail one of the important appropriate tests Friedman pro- 
posed. And further, it comes through with flying colors on the more powerful 
test of between-group coefficients presented in this paper. 


APPENDIX 


The basis for both the Friedman test and our own may be indicated rigor- 
ously as follows. Utilizing symbols introduced in the text and, to simplify 
the exposition, letting: he 

Cig = — C, Yio = — 


= C,—C, and y, = Y, — Y, 
we have, for the sums of squares of deviations of income from its mean, 
g=1 i=l g=1 i=l g=l i=l 


Similarly, we have for the sums of products of deviations of consumption 
and income from their means, 


>> = (Cig + + Yo) 


g=1 im] 
(2) G ng G 
g=1 i=l g=1 


Then in terms of total or measured consumption and income the “over- 
all” least squares regression coefficient is: 


Ga G 
Ci.gVi.g + > 
g=1 


g=1 i=1 
vio + NgVo 
g=1 i=l g=1 


The within-group coefficient appropriate to the Friedman test, based only 
on within-group variances and covariances, is: 


Gon 
Ci.gVi.g 
i.G g=1 i=l 


(4) bey = 


| 
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The between-group coefficient which we have proposed is: 


> NglgVo 
(5) bey = — 
Mg Vo" 
g=1 
It may be noted first that since 
(4.1) = (te — 


where S., .y;, is of course the covariance of C and Y within the group g, 
and 


where Siig is the variance of Y within the group g, we may give (4) the 
alternative formulation which makes clear the appropriately weighted av- 
erage of regression coefficients that we require. Substituting (4.1) and (4.2) 


in (4), we secure: 
— Se, vig [sa ( Vi. | 


(4.3) ber = = 


Now by Friedman’s assumption that permanent and transitory com- 
ponents of income are uncorrelated in the population from which our sam- 
ple is drawn, or that: 


(6) Typyt = 0, 


we can, from (1) write the mathematical expectation of the variance of in- 
come in a sample of m households, recalling that 


G 
Ng, 
g=1 


+ LE. + | 


| 

| 

| 
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(7) 


g=1 i=l 


g=1 i=l g=1 


Similarly, we can write the mathematical expectation of the covariance 
of consumption and income as: 


1 501 int 


1 om Pp t Pp t 
= Dd (cio + Cis) + Yio) 


1\ 


(8) + | 


g=1 


g=1 


Then, on Friedman’s hypothesis that only the permanent components of 
consumption and income are systematically related, or that, for the popu- 
lation, 


(9) rotyt = = retyr = 0, 


we can reduce (8) to 


EE 


Thus, if Friedman’s assumptions are correct, by rearranging terms and di- 
viding (10) by (7) we can derive a consistent" estimate of the over-all 
least-squares coefficient of regression of total consumption on total income, 
as: 


(10) 


* We cannot be sure that our estimates are unbiased because the mathematical expecta- 
tion of a ratio is not generally equal to the ratio of the mathematical expectations of the 
numerator and denominator taken separately. 


= DD + | 
m—1\ int g=1 
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o=l i=l 


g=l 


(11) plim dey = lim 


The corresponding consistent estimate of the within-group regression 
coefficient is indicated by: 


(12) plim bey = lim |" 


and for the corresponding estimate of the between-group coefficient, 


G 


(13) plim = lim = 


Now, if the covariance of c? and y? is not related to the variable of classifi- 
cation, g, 


(14) & = berys = lim = lim 
2 
CW 
g=1 i=l 


Friedman’s argument, then, i is that the ratio of permanent to total income 
variance within groups is likely to be less than this ratio over-all, or that, 


¥ | 


lim 
(15) g=1 i=l 
< lim 


But for Friedman’s argument [inequality (15)] to hold it is necessary that 
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the ratio of permanent to total income variance within groups also be less 
than this ratio between groups, or 


lim |— < lim |— = 


which is the basis for our own test. 

This last condition will in fact be met if the variable of classification, g, 
is related to permanent income but unrelated (or at least relatively less re- 
lated) to transitory income. A sufficient, but of course not necessary, con- 
dition for this last is that: 

(17) lim Y, = 0 g=1,---,G 


x 


whence it will follow that: 


(18) lim Y* = 0 
and 
(19) lim — > n,(y,) = 0. 


g=1 


Then if the Friedman hypotheses as to the relationships among the co- 
variances of the permanent and transitory components of income and con- 
sumption [(6) and (9)] are correct, and the variables of classification are 
such that equation (14) and inequality (16) are also satisfied, we may mul- 
tiply (14) by (16) to obtain 


» » PP 
>» Ci.gVi.g NgloVa 


lim |— < lim |— 


whence, substituting from (12) and (13), 
(21) plim dey < plim dc¥ 
and, since numerators and denominators of (20) are all nonnegative, in- 
spection of (11) reveals that: 


(22) plim bey < plim bey < plim beF. 


| 
| 
| 


990 THE AMERICAN ECONOMIC REVIEW 
It may also be seen readily that in the limiting case where 


(19) lim — = 0, 
that is, where the mathematical expectation of the mean transitory com- 
ponent of income is the same in all groups (including hence the case where 


E(Y;)=0), 


G 
PP 
Nn, 
(23) plim hay = lim = 
ng(Jo) 
g=1 


An analogous exposition in terms of the logarithms of consumption and 
income can be used to demonstrate that if the Friedman hypotheses are cor- 
rect, with appropriate variables of classification, g, 


(24) plim fey < plim Bey < plim por = 1, 
where 6 refers to the least-squares estimate of the log-linear coefficient in a 
stochastic relation of the form 


(25) nC=a+6lnY¥+u. 
RosBeErtT EISNER* 


* The author is associate professor of economics at Northwestern University. He is indebted 
to R. H. Strotz for helpful comments and discussions of an earlier draft, and to the Northwest- 
ern University Computing Center and to D. L. Harris, Donald Meyer and T. N. Srinivasan for 
assistance in carrying out the calculations. 


The Permanent Income Hypothesis: Comment 


Prior to receiving Robert Eisner’s comment I had similar calculations 
made.' These differ from those reported in Eisner’s note in two respects. 
(1) Since H. S. Houthakker kindly made available to me his data and cal- 
culations, my calculations were based on identically the same data as his, 
whereas Eisner used data derived from the same source but covering a some- 
what larger number of households. While Eisner’s more comprehensive cover- 
age seems preferable for substantive purposes, it has the defect of introducing 
a difference of coverage in a comparison with Houthakker’s results. (2) My 
calculations were comprehensive in the sense that they covered every com- 


*I am indebted to John Gilbert and Kenneth Gray of the Center for Advanced Study 
in the Behavioral Sciences for assistance in making these calculations and to the Center 
for making their assistance and its facilities available. The calculations were done while I 
was a fellow at the Center. 
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parison that is possible with Houthakker’s data between an “appropriately 
weighted” average elasticity for minor cells and the elasticity for the corre- 
sponding major cell, whereas Eisner is somewhat selective. 

In view of these differences, it seems worth recording that my calculations, 
like Eisner’s, yield results strikingly in accord with those predicted by the 
permanent-income hypothesis.” 

In proposing in my book the test that Houthakker misinterpreted, I was 
elliptical in not specifying explicitly what weights are “appropriate”; and an 
explanation, if not justification, may be in order. The test in question was 
suggested as one in a list of eight possible additional tests of the hypothesis, 
all directed at the specialized research worker rather than the general reader. 
I thought it. would be clear to a statistically sophisticated reader that the key 
sentence* was a verbal description of a mathematical formula and that he 
would be able to reconstruct the formula for himself—especially since, as 
Eisner notes, the weights are the standard weights relevant in any analysis of 


variance or regression problem. 
Mitton FriepMAN* 


?I shall be glad to make available to any interested reader tables summarizing the results 
of the calculations. 

*“An appropriately weighted average of the corresponding elasticities should then be 
smaller than the elasticity for the group as a whole, and smaller by an amount calculable 
from the income data for the separate communities” (p. 216). 

* The author is professor of economics at the University of Chicago. 


The Permanent Income Hypothesis: Reply 

Robert Eisner has put the profession greatly in his debt by his brilliant 
filling-in of some of the gaps in Friedman’s’ argument, and indeed by his lucid 
discussion of the permanent-income hypothesis generally. I also had tried to 
find the weights which Friedman neglected to state, but without success, and 
a look at the lengthy derivations in the appendix to Eisner’s paper may suffice 
to show that Friedman had strained the statistical sophistication of his readers 
to the limit. Even with the benefit of hindsight I can detect no clue in the 
book that Friedman thought of his test as an application of the analysis of 
variance. Eisner’s contribution, of course, is the more remarkable. 

I agree that the two tests which Eisner has set out and performed are 
appropriate, given the permanent-income hypothesis, and that the results of 
the first test (described in Section III of his paper) go in the direction re- 
quired by the hypothesis (though not, I think, far enough), but I do not 
agree that the results of his more powerful test (Section IV) are “strikingly 
consistent with the predictions of the Friedman model” as Eisner maintains. 

As to the first test it should be noted that the differences between the 
“within-group” and the “over-all” estimates in Eisners Table 1 are all rela- 
tively small. The difference between column (3) and column (4) nowhere 
exceeds .046, and of the 23 comparisons made 16 result in a difference of less 
than .031, or less than 5 per cent. The differences between columns (6) and 
(7) are on the whole somewhat larger, but rather small even so. The Friedman- 
Eisner effect (if I may so designate the difference between the within-group 
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and the over-all regression coefficients) is evidently of limited quantitative 
importance.* 

The results of ttt che bo then 
lines. The elasticities and marginal propensities to consume for the “minor 
subcells” which I calculated can be divided into two groups. Most of the 
subcells, including a majority of the households, had relatively high elastici- 
ties, while a smaller number, mostly in the self-employed and not-gainfully- 
employed classes, had much lower elasticities. Misled by Friedman’s “elipti- 
cal” statement, I disregarded the variance of transitory income within the 
minor subcells, which is relatively smaller for the first group than for the 
second. Although there are consequently more cells whose elasticities appar- 
ently disagree with the hypothesis, an average with appropriate weights (as 
derived by Eisner in the appendix to his paper) goes the right way. If the 
Friedman-Eisner effect had shown up more strongly in these data, however, 
it would have been almost impossible to obtain such negative results as I 
obtained by counting. Though the test I applied was not in complete accord- 
ance with the permanent-income hypothesis I still feel, therefore, that it has 
helped towards a proper evaluation. 

While the results of Eisner’s first test do go in the direction predicted by 
Friedman, this is not by itself a confirmation of the hypothesis. As Eisner 
points out (p. 984), his “results are consistent as well with the hypothesis 
that consumption is positively related to temporary components of income, 
but not as positively related as it is to the permanent component,” whereas 
it is a crucial assumption. of Friedman’s theory that consumption is not re- 
lated to the temporary component of income. According to Friedman’s original 
statement of the test, in fact, the within-group elasticity is required to be 
not merely smaller than the over-all elasticity, but “smaller by an amount 
calculable from the income data for the separate communities” (A Theory 
of the Consumption Function, p. 216). He does not say how to calculate it, 
but presumably the specialized, statistically sophisticated research worker 
would also be able to work this out for himself. Since I am clearly not en- 
titled to this august status, I merely observe that until Friedman shows the 
difference to be equal to the amount thus calculated, his claim that Eisner’s 
results (or his own) are “strikingly in accord with those predicted by the 
permanent-income hypothesis” is without adequate foundation. 

Now it may be surmised that the unspecified and unperformed calculation 
required by Friedman is actually equivalent to the “more powerful test” 
discussed by Eisner in Section IV of his paper, though Eisner does not present 
it as such. If so, it is only necessary to go into the results of the latter test, 
as given in columns (5) and (8) of Eisner’s Table 1. I shall confine my re- 
marks to the between-group elasticities, since, as Eisner notes, the permanent- 
income hypothesis gives a more definite prediction concerning those than it 
does concerning the between-group marginal propensities to consume. The 

*This also appears clearly from the calculations made by Friedman on the basis of my 
earlier calculations and referred to in his comment. For the finest breakdown I used 


(dividing households by city class, age of head and occupation simultaneously), the 
Friedman-Eisner effect is less than 5 per cent of the elasticities involved. 
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latter should approximate the ratio of permanent consumption to permanent 
income, which is unknown; whether or not they are “substantially above” the 
over-all marginal propensities is irrelevant. 

Returning then to the elasticities, we see that a few are indeed very close 
to unity, which is what the hypothesis requires. But most of them are not 
much closer to one than they are to the within-group elasticity, and therefore 
hardly serve as favorable evidence for the hypothesis. Eisner attempts to 
explain this defect as derived from an alleged correlation between the transi- 
tory component of income and the classifying variables, particularly occupa- 
tion. He suggests that such a correlation would be especially likely in the 
economic conditions of 1950, the year to which the data refer. This explana- 
tion calls far three comments: (1) Eisner does not show that this correlation, 
if present, could account for the large discrepancies from unity apparent in 
his table. (2) Without such a proof the alleged correlation is merely a deus 
ex machina, which would turn the permanent-income hypothesis into a tau- 
tology, or something close to it. (3) The national income statistics do not 
indicate any marked change in the occupational distribution of income from 
1949 to 1950, except for a relatively large increase in transfer payments. It is 
therefore hard to see how the alleged correlation could have come about. 

To sum up, it seems to me that Eisner’s contribution, while removing one 
apparent contradiction of the permanent-income hypothesis, has at the same 
time uncovered new evidence unfavorable to the permanent-income hypothesis, 
along with other evidence that agrees with Friedman’s theory but can also 
be explained by less extreme assumptions. The process of testing the hypothesis 
has only just begun.” 

HeEnprik S. HoUTHAKKER* 


? One other matter in Eisner’s paper requires a reply. In his footnote 3 he warns against 
my “apparent misconception . . . that all of windfall gains . . . constitute transitory income 
in the Friedman model.” Any other interpretation, however, would violate Friedman’s 
definitions, as Eisner appears to realize at the end of his footnote. If a windfall gain were to 
cause an increase in permanent income, as well as an increase in transitory income, the 
two would be correlated, and this Friedman rules out. Eisner’s strictures are based on an 
economic interpretation of permanent income which, whatever its other merits, has little or 
nothing to do with the statistical assumptions in which the permanent-income hypothesis 
should be expressed, according to Friedman’s own exposition. 

*The author, professor of economics at Stanford University, is currently at Harvard 
University. 
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BOOK REVIEWS 


General Economics; Methodology 


The Long View and the Short—Studies in Economic Theory and Policy. By 
Jacos Viner. Glencoe, Ill.: The Free Press, 1958. Pp. 462. $6.00. 


In honor of Professor Jacob Viner’s 65th birthday an anonymous group of 
students and friends has brought out this volume of his essays and reviews 
written between 1921 and 1954. It is a marvelously rich and varied collection 
even though it excludes his papers primarily concerned with international 
economics, which have, of course, been collected by Viner himself in a volume 
which appeared in 1951. 

Part I, on Economic Theory and Policy, opens with papers from the 
*twenties on price theory, which demonstrate what a leading and original con- 
tribution Viner was then making to this subject. It continues with two criti- 
cisms of Keynesian theory and full-employment policies, and with some very 
interesting essays on the principles of economic policy. Part II is on the 
History of Economic Thought and here all his well-known essays in this field 
are to be found from that on the Utility Concept (1925) to the review of 
Schumpeter’s History of Economic Analysis (1954). Part III on Scholarship’ 
and Graduate Training consists of a single item, and Part IV brings together 
a miscellany of shorter reviews. A valuable bibliography of ali Viner’s pub- 
lished writings completes the volume. 

It is quite impossible here to enumerate further—much less deal with—the 
immense range of subjects illuminated during the last three and a half decades 
by Viner. Let us rather try to work downwards, so to speak, from a generali- 
zation or two about the salient qualities to be found throughout his writings. 
Above all, there is the lucidity, precision, and liveliness of all his writing, and 
the weight of scholarship behind it, so easily born and so deftly employed. 
The important point is that Viner’s style and scholarship are not just orna- 
mental embellishments, but are the essential expression of the clarity and 
cogency of his analysis and arguments. In his “Modest Proposal for Some 
Stress on Scholarship in Graduate Training,” he mentions that, “the scholar 
needs to be watched lest he use technical jargon to conceal the absence of 
precision.” No economist is so conspicuously and invariably far from such a 
sin. Nor, despite his own overdiffident suggestions, is Viner’s vast but meticu- 
lous learning in the history of economic thought merely an ornament or a 
hobby. His decades of devoted scholarship have expressed or developed the 
scrupulous critical judgment which he applies so illuminatingly to policy is- 
sues, to the consideration of which, however, he also brings a set of very 
vigorously held political principles. 

I must admit that before I had studied this volume I would have thought 
that it might have been possible to find a general charge to put in the scale 
against these outstanding general virtues. Schumpeter criticized Viner for 
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failing “to distinguish between progress in analysis and progress towards free- 
trade opinions,” or, more generally, the charge might be formulated of a 
methodological failure to distinguish between economic analysis and the ad- 
vocacy of particular (liberal) policies. Indeed, a brief note dating from 1922 
on “Economics and Ethics” might seem to provide some evidence for such 
a general charge. There Viner argued against “purification from ethical con- 
siderations” as rendering economics “socially useless,” which might be taken 
to point towards a rather dangerous confusion. It is not “purity” but clarity 
which is surely the duty for an economist—or for anyone engaging in com- 
munication, “scientific” or otherwise. It is a duty constantly ignored in 
persuasive definitions, “welfare” judgments, ambiguous distinctions between 
production and distribution effects, and the omission of political assumptions 
when advocating policies. 

Nevertheless, regarding such a charge, the balance of evidence throughout 
this great volume is markedly in Viner’s favor. He is not one of the political 
economists, liberal or socialist, who argues for his policies on any and every 
ground—-production, growth, freedom, security, equality, distributional jus- 
tice, and everything else. He recognizes, for example (in the paper on “The 
Role of Costs in a System of Economic Liberalism”): “I am for it [economic 
liberalism] even if it could be shown to be an economically inefficient system. 
I like it; it is itself one of my values, and it fits well enough the rest of my 
system of values.” How refreshingly honest compared with the ambiguous 
but tendentious dogmatizing of so much of the economic advocacy of liberal- 
ism and socialism, or with the pseudo-neutrality of “Cohenism” in Britain. 
Furthermore, Viner emphasizes the great need for clarification in this field 
and was suggesting ten years ago to the American Economic Association 
“that a large scale review of the methodological state of our discipline is a 
project which our Association might well take in hand as its next major ex- 
periment,” urging the need to examine “how economists should choose their 
premises, or, as to what are the criteria by which an economist advises as to 
the goodness or badness of policy” (p. 433). 

The deepest gratitude is due to those responsible for this volume, surely 
one of the finest and richest collections by an economist ever published. 

T. W. HutcHIson 

The University of Birmingham 


Economics as a Science. By ANprEAS G. PAPANDREOU. Philadelphia: J. B. 
Lippincott Co., 1958. Pp. x, 146. $3.50. 

“ .. [Men] differ not solely in what they believe themselves to see, but 
in the quarter whence they obtained the light by which they think they see 
it.” Those who seek to direct light into the prism of economics still do so 
from many directions. Some points of view are illuminating. Some are not. 
Papandreou’s is, on the whole, in the first of these two groups, though this 
brief book has its limitations. 


1J. S. Mill, Essays on Some Unsettled Questions of Political Economy. London 1948, 
Essay V, p. 141. 
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He correctly assumes that comparative statics is still the hard core of our 
discipline. Through analysis of its methodological nature he wishes to show 
us how it can be made more operational. He comes to his task in the belief 
that “. . . the practice of economic theorists, including the strong proponents 
of the operationalist view, does not disclose any eagerness to state opera- 
tionally meaningful theories.” 

On the face of it, this is a peculiar assertion. If our theories are not opera- 
tional, could it be for lack of eagerness on the part of theorists and the pro- 
ponents of operationalism? Surely no one likes to feel that he is perennially 
treading water, and most economists make more or less sustained effort to 
contact solid ground. Yet he means what he says. He sees a lack of eagerness 
implicit in our failure to perceive our plight, which in turn is a product of our 
unwillingness to analyze theoretical structures—or perhaps to contemplate 
the results of such analysis. 

He begins, then, by suggesting that it is in the construction of theories that 
practice is deficient. Some will see justice in this complaint. For several 
decades, collectors and colligators of statistics, under the banner of opera- 
tionalism, have clipped the wings of theory, leaving it to others to restore the 
plumage so that the science can fly. Champions of crude empiricism have 
nourished the antitheoretical tenor of opinion and their slogans have fostered 
a general devaluation of theory, its construction and uses. But is it fair to 
suggest that the theorist has acquiesced in this? Not altogether. Papandreou’s 
own work, along with that of Marschak, Simon, and others, belies this. 

Having set the stage, Papandreou raises the old question, where do eco- 
nomic laws apply? His answer takes up the bulk of this volume. He attempts 
to make of Frank Knight’s notorious response—that they “apply where they 
do apply”—something more than a mere truism. Through the instrument of 
set theory he seeks, first, to clarify the notion of “structure” itself. His im- 
mediate aim is to show what structural elements force arbitrary decisions as 
to their applicability upon the theorist, as in the identification of exogenous 
variables, and the employment of shift parameters. Our need, he concludes, is 
for independent definition of the “social space” within which our theories 
apply. This is his solvent for arbitrariness. 

Independent definition is essential, he argues, for if we depend upon the 
theory to define social space we become involved in a circularity that insures 
a priori the irrefutability of our theories and consigns us to a purgatory of 
model building. This is how he feels matters stand: we construct explanatory 
schemata, valid only in the case of historical “individuals.” What is needed 
is “. . . construction of a theory which is predictive of behavior for all his- 
torical individuals that share certain attributes.” One leaves his book feeling 
that Papandreou believes also that the best path to this goal lies along the 
angle of his own approach: the logical analysis of theoretical structure. 

“We have come a long way,” Papandreou says of his argument in closing. 
From his early premise that our practices in theory construction are in- 
adequate, he has proceeded to the conclusion that our applications of theory 
to data are defective. This is indeed a long way. The construction and testing 
(applying) of theories are two distinct, though not wholly separable, processes. 
Improvements in the generality of our theories, which he holds so desirable, 
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rest upon the former. Improvements in their empirical relevance, which he 
espouses so forcefully, rest upon the latter. The principal specific remedy 
that he recommends—independent and empirical delineation of the proper 
social space—is only relevant to one of the two processes: to theoretical 
testing. 

Papandreou’s notion of “social space” is analagous to the “state of the 
body” in physical theory. But these notions play a different role in construct- 
ing theories than they do in testing them. In construction, they are primitive 
concepts that are convenient in formulating laws. In testing, social space pro- 
vides, at best, only a rule of thumb, because the limits of applicability of a 
theory are set empirically by the confrontation of derived propositions with 
observables. He says that we must define it independently, but it is in its very 
nature an independent concept. Thus circularity is not inescapable. After all, 
we do not use our rules of thumb in a vacuum, but come to testing equipped 
with historical knowledge of the phenomena with which we deal. So the circle 
can be broken, though not all tests—or testers—escape the trap. 

His use of other notions may give pause. For example, he declares that our 
models have explanatory power (for historical individuals) but lack predictive 
power. But if they have anything of the former, can they be totally lacking 
in the latter? Our great economists have not had to resort to crystal balls for 
their insights or foresights. In this connection, it is still not clear to me how 
models, as he defines them, differ generically from theories. If it is only a 
matter of the degree of articulation and specification, then Carl Hempel’s 
phrase “explanation sketch” is more suggestive of our difficulties. To imply 
that there is a difference between explanatory and predictive power is to run 
counter to scientific convention and gives rise to the question of what purpose 
the distinction serves. To prescribe the operationalizing of social space, with- 
out recognizing its character, may do no harm when it comes to testing, but 
it can lead us on a wild goose chase in theory building. 

Questions of semantics are not unimportant. Obviously the coinage of 
such terms as “explanatory power,” “social space,” “predictive power,” and 
a host of others, is a necessary evil. Some of these concepts, used in talking 
about a science, have referrents in theory construction, some in testing, some 
in theory itself, and some have multiple referrents. The language is inescap- 
ably ambiguous. To make sense of it we must draw on all of the disciplines 
that can throw light on the problem—not only logic. We cannot proceed 
without calling on the history and philosophy of science. Social history is 
surely fundamental to social scientific testing. We need a sociology of econom- 
ics, for in the conflict of interests that attends the division of labor in research, 
values and procedures are born that are terribly hostile to empirical practice. 
Where does this leave Economics as a Science? 

Papandreou’s approach can be used to specify the points at which we must 
call on other disciplines. As a result of his work one can see these points a 
bit more clearly. The importance of this should not be underestimated, though 
his failure to mention the other requisites to making economics a science can 
give a false picture of the problem. He does not survey the whole of eco- 
nomics as a science, but only a part of it. Nevertheless, he is among the 
modern pioneers applying the tools of contemporary mathematics to the logic 
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of economic explanation. The mathematics sometimes makes for tough going, 
but it is what makes the book important. 
James F. BECKER 
New York University 


The Skills of the Economist. By KENNETH E. Boutpine. Cleveland: Howard 
Allen, Inc.; Toronto: Clarke, Irwin. 1958. Pp. vi, 193. $3.50. 

Mr. Boulding describes his new book as a popular essay on the scope and 
method of economics. It is concerned with the subject matter of economics, 
the usefulness of economists, and the applicability of economic analysis to a 
wide range of problems extending even beyond the conventional boundaries 
of economics. Professional economists are likely to take considerable satis- 
faction in his ardent defense of them as indispensable members of society. 

But the book is far from a conventional treatise on scope and method. It 
has a kind of autobiographical quality. On nearly every page, it bears the 
imprint of Boulding and of his views on the subject matter and purposes of 
economics. His earlier writings and teachings are suggested by the frequent 
use of terms such as <opology, preferred asset ratio, information system, 
homeostasis, organizational systems, learning theory, ecological equilibrium, 
servo-mechanisms, and heroic ethic. Indeed, he uses his main theme, scope 
and method, as a kind of clothesline on which to hang brief analyses of various 
theoretical issues, comments on social policy, and ethical judgments. 
Altogether the book is as much a guide to Boulding as a guide to economics. 
But Boulding is an imaginative and original social scientist, who commands a 
bright literary style, and his book is rewarding fare. Graduate students and 
advanced undergraduates would gain important insights from it; and the book 
fully deserves the attention of professional economists. I have some reserva- 
tions as to whether it fully achieves a stated purpose of helping the layman to 
understand what economics is about. 

The author begins by placing exchange at the center of the economist’s 
concern, and discussing general and partial equilibrium as an illustration of 
the process of abstraction. Since the parameters are often unknown, or must 
be inferred introspectively, he describes the economist’s solution as “the 
method of plausible topology” (p. 17). He justifies economic analysis for its 
interpretive as well as predictive power (p. 26), a useful distinction. I was 
confused by his emphatic statement that the economist is not concerned with 
human behavior but only with the behavior of commodities (p. 29). This con- 
fusion was confounded by the fact that later chapters are devoted largely to 
human behavior. 

He proceeds to a discussion of the ambiguities in the concept of profit 
maximization and develops a general theory of organizational behavior with 
special emphasis on information and learning theory. His chapter on “The 
Economist’s Vision of the Economy” provides a perceptive description of the 
characteristic social goals of economists, namely, progress, income redistribu- 
tion, and stabilization. I was surprised that he did not include efficiency as 
one of the built-in values of economists. He then discusses the applicability of 
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economic analysis to areas outside conventional economics and illustrates this 
applicability by showing the relevance of oligopoly theory to international 
politics. The final chapter is an eloquent discussion of the relation of eco- 
nomics to ethics. He stresses the relevance of marginal analysis to ethical 
issues and the importance of the religious and ethical goals as dynamic forces 
in economic life. 

The book is interesting, imaginative, and suggestive. It will fully repay the 
few hours required to read it. 

Howarp R. BowEN 
Grinnell College 


International Economic Papers, No. 7. Translations prepared for the Inter- 
national Economic Association. Edited by ALAN T. Peacock, RALPH 
TuRvVEY, WoLFcanc F. and HENDERSON. New York 
and London: Macmillan, 1957. Pp. 184. $3.50. 

This is the seventh volume in this series of translations sponsored by the 
International Economic Association. Three of the items are older pieces, the 
other five appeared in the past few years. 

The opening piece consists of two papers by Sismondi on the problem of 
general gluts. The first appeared in 1820 as a refutation of an article by 
Torrens, the second in 1824 subsequent to some discussions with Ricardo in 
Geneva. Sismondi’s case here against the Ricardian analysis of the problem 
consists chiefly of his insistence that actual events are much more complex 
than Ricardian examples and the suggestion that continuous problems of 
adjustment can produce oversupply. 

A 1928 paper by Luigi Einaudi on the effect of special as compared to gen- 
eral taxes on capital values, income and the rate of interest is included as a 
sample of the work of this well-known Italian economist and former presi- 
dent of Italy. His main points concern the care that must be exercised in de- 
fining a general tax and the need to include the benefits the tax makes pos- 
sible in discussing the effect on income. 

Robert Gibrat’s work on the application of the log-normal distribution to 
skewed frequency distributions—number of families by size of income, num- 
ber of firms by size of assets, etc.,—is a first-rate piece of work that is little 
known. In this excerpt from his book On Economic Inequalities (1931), he 
shows for four bodies of data how much better a fit is obtained with this dis- 
tribution than with a Pareto or Pearson Type III curve; examines the con- 
ditions leading to log-normal distributions, his “Law of Proportional Effect,” 
and, finding that most measures of inequality vary inversely with one of the 
parameters of the log-normal distribution, takes the inverse of this multiplied 
by 100 as a measure of inequality. 

Erik Lindahl’s “The Basic Concepts of National Accounting” (1954) will 
interest those who want to keep abreast with the theory of national account- 
ing. Building on his own earlier thoughts plus a recent book by I. Ohlssohn, 
Lindahl presents a system of accounting which he argues would be a desirable 
system in general as well as better than the present Swedish system. 
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Borje Kragh’s “A Basic National Budgeting Model” (1955) is in an area 
which Dutch and Swedish economists have almost monopolized—model-build- 
ing as a basis for official forecasts and analyses of movements of the economy. 
He presents three models: a simplified version of the system used in drawing 
up the Dutch national budget, a modification of this covering the essential 
features of Swedish national accounting, and a third, more complicated, 
model. Such models provide a basis for ex ante and ex post analysis of changes 
in production and other variables as functions of investment, profit margins, 
wage rates, etc. 

A paper by Wlodzimierz Brus is stated to have been a Polish contribution 
to a discussion carried on in East Germany in 1955. The central theme is that, 
although a socialist economy is fundamentally different from a capitalist econ- 
omy, the “law of value” is an objective principle which socialist economies 
cannot ignore. Suggesting more use of the price system, this paper illustrates 
clearly the difficulties communist economists encounter if concerned with 
economizing, and it might be assigned to students with this in mind. 

Brus’s paper makes clear that the Polish economy is not functioning per- 
fectly. Oscar Lange’s “Outline of a Reconversion Plan for the Polish Econ- 
omy,” published in 1956, suggests near or actual crisis. Lange’s program em- 
phasizes the importance of economic rather than technical criteria, the need 
for better incentives, and clearly recommends more, though restricted, use of 
the price system. 

Herbert Giersch’s “The Trade Optimum” (1956) merits attention not only 
from those especially interested in location and international trade theory but 
economists generally. Elaborating Ricardo’s proposition that an indirect tax 
levied on the producers of one commodity should be offset by an equivalent 
import duty and export bounty for the commodity, Giersch presents a welfare 
argument which can support, among other things, differentiation of freight 
rates according to raw materials, semimanufactures and manufactures; a simi- 
lar tariff structure, accompanied by a corresponding system of export bounties, 
and protection for a country’s monopolies. 

As a welfare proposition, the results apply for a given income distribution 
only, and where proportionality, not equality, of prices and marginal social 
costs is the goal. More important, all Giersch’s conclusions represent argu- 
ments for the “second best” since they are entirely dependent on accepting 
distortions due to taxes, monopoly or whatever, which a better policy presum- 
ably would try to eliminate. 

H. LAuRENCE MILLER, JR. 

University of California, Los Angeles 


Lectures on Economic Principles. Volume 1. By DENNIs H. RoBErtson. Lon- 
don: Staples Press; New York: John de Graff, distributor, 1957. Pp. 172. 
$3.50. 

This is the first of three volumes based on the lectures Robertson used to 
give at Cambridge to second-year economics students. It deals with value 
theory. Volume 2 will take up distribution theory, Volume 3 money and fluc- 
tuations. 
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The auditors of the lectures in Volume 1 were expected to read Marshall, 
Pigou (Welfare), Chamberlin, and J. Robinson plus a number of articles. As 
the author points out, he did not attempt a textbook (more’s the pity) and 
felt at liberty to neglect some topics while paying “what may seem . . . exces- 
sive attention to certain matters on which I felt myself . . . to be the custodian 
of a viewpoint in danger of neglect” (p. 8). Specifically, he discusses marginal 
utility and consumers’ surplus at some length, mentioning indifference curves 
only to suggest that the student learn about them elsewhere. On this and other 
topics, Robertson seems to say that modern theoretical advances are all very 
well but they don’t go much beyond Papa Marshall. A little old-fashioned, 
perhaps, but in Robertson’s treatment it sounds convincing. 

The book has all the qualities economists have learned to expect from 
Robertson—charm, lucidity, and a skillful blend of simplicity and sophistica: 
tion. The reviewer fluctuates between conviction that all economics students 
above the sophomore level ought to read it and despair over where to fit it 
into the curriculum. Although it seems simple enough for those with little 
background, its greatest value will be for those who have already worked their 
way through the complications of theory and want it summed up in a nutshell 
—the senior reviewing for a comprehensive examination, the Ph.D. candidate 
about to take his preliminaries, the professional economist with his graduate- 
school days long behind him. 

RENDIGS FELS 


Vanderbilt University 


The Economic Order—An Introduction to Theory and Policy. By Pau. T. 
Homan, ALBert G. Hart, and Arnotp W. Sametz. New York: Har- 
court, Brace and Co., 1958. Pp. xix, 839. $6.95. 

Most introductory texts have their season in the sun and then retire to the 
obscure recesses of professors’ bookshelves and the three-for-a-dollar tables in 
secondhand bookstores without having won many friends or influenced many 
people. Professors Homan, Hart, and Sametz, I am happy to report, have 
come out with a text which will see many seasons of active use and will intro- 
duce economics to many classes of American students. It is clearly written, 
technically competent, informative, interesting, and at times provocative. The 
authors have not attempted any pedagogical innovations. Rather they have 
dealt with the corpus of contemporary economics in seven straightforward 
sections: (1) The Economic Order; (2) Markets, Prices, and Allocation of 
Resources; (3) The Sharing of Income: Functional and Personal Distribu- 
tion; (4) Public Policy towards Sectors of the Economy; (5) Income Deter- 
mination and Economic Stabilization; (6) International Economic Relations; 
and (7) Alternative Approaches to Economic Development. 

Section I contains the usual introduction to the scope and method of eco- 
nomics and puts the student on his guard against the logical fallacies he may 
encounter in economic reasoning. It then provides the institutional back- 
ground for the subsequent analysis, with chapters on population, resources, 
and technology, the elements of a free private-enterprise system, and a survey 
of the basic data—labor force, GNP, etc.—of the American economy. Section 
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II treats supply and demand, perfect competition, pure monopoly, and the 
market situations in between. Throughout this section the authors use excep- 
tionally clear graphs to very good advantage and students will be less than 
justified in plaguing their instructor with that hoary complaint that they 
understood everything in the course except the graphs. 

The chapters in the section on distribution are, as I believe, pitched at the 
proper level for introductory students, with the marginal productivity theory 
of distribution holding no more than equal billing with the discussion of the 
empirical data about income shares. While the next section on public policy 
has fine descriptions of the role of government towards business, agriculture 
and labor and lucid discussions of the problems involved, I would have wished 
for a more explicit application of the analysis developed in the previous two 
sections. As it stands, the authors leave the students with the impression that 
their excellent graphs, for example, have no usefulness for clarifying policy 
issues. 

Any introductory text has a certain hurried quality because of the impos- 
sibly wide range of material that it is called upon to cover. In the section de- 
voted to Income Determination and Economic Stabilization I sometimes felt a 
little out of breath as I tried to keep pace with the authors. Even they seemed 
winded, for in one chapter in which, within the brief compass of 25 pages, 
they treat classical employment theory and modern employment theory with 
its propensities, multipliers, and accelerators, they remark: “the test of equi- 
librium or disequilibrium is not whether spending matches output—it simply 
has to—but how the matching is brought about” (p. 462), a statement which, 
though undoubtedly true, sounds like the counsel of despair. The balance of 
this section deals very adequately with money and banking, the national debt, 
the business cycle, and stabilization policy and includes a very reasonable 
discussion of the quantity theory of money which will satisfy all but the 
most doctrinaire. 

Of the last two sections, I should like to call special attention to the chap- 
ters on Alternative Approaches to Economic Development (without meaning 
to slight the good chapters on International Economic Relations). At a junc- 
ture of world history when foreign affairs are becoming more important to 
the United States, it is particularly appropriate for economists to acquaint 
students with systems of economic organization different from their own. The 
discussions of the Soviet economy, the British economy, and the contrasting 
methods for accelerating economic growth in China and India provide a stim- 
ulating introduction to the subject. The criticisms I have here relate largely 
to the tone of the chapter on the Soviet economy where the authors’ repug- 
nance of Soviet totalitarian controls has led them to inject more of a value 
bias into the analysis than I consider necessary. For example, they cite per 
capita production of consumer goods in the Soviet Union and the United 
States for the year 1955 as an indication of relative standards of living with- 
out pointing out the diffculties inherent in making such a comparison (p. 
736). In discussing Soviet .pricing, they observe that “these price tags are 
arbitrary, not equilibrium, prices” (p. 739), thus applying normative stand- 
ards derived from a competitive market to a system designed to achieve dif- 
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i ferent objectives. They note the patent inefficiencies of the Soviet allocation 
system, comparing them by implication with the optimal allocation of the 
competitive market, and not with the imperfect allocation of an economy 
dominated by large-scale enterprise and surfeited with the taste-creating pres- 

sure of advertising, such as we have in the United States (p. 743). But these 

| criticisms perhaps should be ieveled at neoclassical economics rather than at 
the authors of this particular volume. 

The Economic Order is a major contribution to the teaching of introductory 
economics. It will equip terminal students with a sound knowledge of eco- 
nomics and will whet the appetite of others for more. 

KARL DE SCHWEINITZ, JR. 

i Northwestern University 


Price and Allocation Theory; Income and Employment 
Theory; Related Empirical Studies; History of 
Economic Thought 


Towards a More General Theory of Value. By Eowarp Hastincs CHAMBER- 
Lin. New York: Oxford University Press, 1957. Pp. xii, 318. $5.00. 

What we need, a colleague of mine urges on occasion, is a persuasive essay 

on the various shades of gray. This need should be felt by anybody reading 

the book under review. For in it Professor Chamberlin stoutly argues, once 

again, that black and white do not exist, and that there is only one shade of 


The book is a collection of sixteen essays, twelve of them reprinted and four 
new. With a few exceptions, these assume the role of defending or praising the 
Chamberlinian theory of monopolistic competition against every alternative. 
I shall focus my few comments on the new essays and on this pervasive theme. 

The book takes its title from the first essay, an essay that leaves me be- 
wildered. Chamberlin offers here six elaborated reasons why “monopolistic 
competition is more general than pure competition.” The first reason is Mar- 
shall’s motto: “nature makes no leap.” Hence, the argument continues, sharp 
lines cannot be drawn between monopoly and con.petition. This is immedi- 
ately followed (p. 18) by the statement: “The classification of pure compe- 
tition, monopolistic competition, and pure monopoly appears to me by its 
nature exhaustive.” One wonders how the lines get drawn if they are not 
drawable. One also wonders why it is necessary to specify pure competition 
and monopoly if monopolistic competition encompasses both. Each of the re- 
maining five reasons for the greater generality of monopolistic competition 
specifies, in a similar fashion, a particular respect in which monopolistic com- 
petition presumably avoids “leaps” that nature does not make. 

We are not brought to face the real issues: Is there in fact a legitimate 
theory of pure competition and pure (or, in Chamberlinian terms, isolated) 
monopoly? If so, does “the” theory of monopolistic competition, if we accept 
that there is one, tell us everything that Marshallian theory does? Is there 
some analytical machine uniquely defined by “the” theory of monopolistic 
competition that will always lead to the same conclusions as, say, supply and 
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demand in the appropriate cases? Finally, do theories of monopolistic or im- 
perfect competition explain behavior in the middle ground as adequately as 
Marshallian theory does in the polar areas? 

Chamberlin places himself on the defensive in these matters against a for- 
midable opposition: P. W. S. Andrews, Martin Bronfenbrenner, Milton Fried- 
man, Roy Harrod, R. L. Hall, J. R. Hicks, C. J. Hitch, Nicholas Kaldor, 
Frank H. Knight, Abba Lerner, James Meade, Austin Robinson, Joan Robin- 
son, Henry Simons, and George Stigler—to mention the better-known of his 
contemporaries. The basic driving force for this widespread and diverse op- 
position is said (pp. 13ff.) to be an emotional resistance to the revolutionary 
implications of Chamberlinian theory, which presumably threaten, among 
other things, the vested intellectual interests of economists. 

Chamberlin devotes an entire essay to the “Chicago School,” which he 
apparently sees as the heart of the opposition. This group of economists is to 
be distinguished from others, as far as economic theory is concerned, not by 
any positive contributions, but rather “by the zeal with which the theory of 
monopolistic competition has been attacked, and in particular by the extraord- 
inary set of misconceptions as to the nature of this theory which have emerged 
in the process” (p. 296). He suggests that it be renamed the “Chicago School 
of Anti-Monopolistic Competition.” 

When he breaks away from sterile exegetic controversy, the results are 
salutary. Thus his essay on “The Product as an Economic Variable” will re- 
ward all readers, no matter what their attitudes are toward Chamberlinian 
doctrines. Similarly, his essay on “Proportionality, Divisibility, and Econ- 
omies of Scale” is a provocative discussion of some disturbing inadequacies 
in the theory of costs. Finally, his excursion into the labor problem in “The 
Monopoly Power of Labor” is, in the eyes of this reviewer, a praiseworthy 
contribution to economic analysis in this area. 

G. WARREN NUTTER 

University of Virginia 


An Approach to the Theory of Income Distribution. By SYDNEY WEINTRAUB. 
Philadelphia: Chilton Co., 1958. Pp. x, 214. $6.50. 

Who gets what, and why, has long been a major concern of economic theory. 
This concern may be presumed to stem from the ideological importance of 
explaining (if not justifying) existing relative incomes, predicting their course 
within the framework of the existing economic system, and evaluating the 
possibilities of changing them. 

Weintraub’s ambitious work is concerned almost exclusively with one facet 
of the problem, that of the relative shares accruing to the owners of broadly 
categorized factors of production. His approach is essentially that of “mar- 
ginal productivity theory,” conceived in static form, married uneasily to 
Keynesian concepts of aggregate demand. However, Weintraub sets most of 
his key relations in money terms, generally holding the wage unit constant 
and allowing prices to vary. His concepts are usually those of partial equi- 
librium analysis, supplemented by observations as to how the demand and 
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supply curves relevant to partial equilibria move when it is recognized, ap- 
propriately, that partial equilibrium analysis is inappropriate. The mathemat- 
ics, interspersed liberally throughout the book, are very simple, frequently tedi- 
ous, and occasionally incorrect. 

After an introductory chapter in the course of which Euler’s Theorem con- 
cerning linear, homogenous production functions is presented, Weintraub pro- 
ceeds, except for occasional digressions for such problems as aggregate de- 
mand, underemployment, and profits, on the usually implicit assumption that 
each factor’s return is equal to its marginal product multiplied by the quan- 
tity of the factor employed. Attention is given in a number of instances to the 
role of “monopoly” but none, curiously, to monopsony or oligopsony, which 
one might expect to be particularly important at least in many labor markets. 
Much of the analysis involves exercises in the implications of various elastici- 
ties (some familiar and some in unfamiliar money terms) and various rela- 
tive positions and shapes of marginal and average product curves. Somewhat 
startlingly, Weintraub emerges from time to time from his deductive chains 
to suggest, on the basis of some casual empiricisms, weighty conclusions with 
regard to effects of wage changes, monetary policy or technological innovation. 

Weintraub seems inclined to follow his logic and algebraic manipulations 
wherever they may lead. The results are sometimes striking but not always 
such as to inspire confidence. In one instance (p. 54), Weintraub concludes 
that “the income share of factor i, when there are n-variable factors, is given 
by 

M ( 3 2) 

nA; 

[w; = the money wage, N; = the quantity employed, M; = the marginal 
product and A; = the average product of the ith factor. Z = money proceeds 
or money national income]. Thus the ratio of marginal to average product 
still [as in the one-variable-factor case] governs the result, though the income 
share is reduced in ratio 1/n, with the denominator signifying the number of 
factors.” Fortunately for the consistency of marginal productivity theory, 
Weintraub here is quite wrong. Under the customary assumptions, the share 
of each factor is equal to the ratio of its marginal and average product, re- 
gardless of the number of different factors. Weintraub’s variant conclusion 
is based on an incorrect substitution of a partial for a total derivative in the 
mathematical note in which he derives his equation (32). [See equation (5), 
page 64.] 

The book indicates substantial familiarity with the literature devoted ex- 
plicitly to the theory of factor shares. Yet one is surprised by statements such 
as “a check of much of the literature on liquidity preference revealed that 
only Joseph F. McKenna has suggested that the money supply be defined” so 
as to include “demand deposits based on utilization of excess reserves” and 
thus permit an explicit consideration of banks’ liquidity preferences (pp. 162- 
63, 163n), and, referring to the interrelations of supplies and demands of 
different kinds of financial assets, “Joan Robinson almost alone has endeav- 
ored to fill this gap in the liquidity analysis” (p. 168n), 
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This reviewer would have welcomed attention to dynamic problems of vary- 
ing degrees of mobility and speeds of adjustment which may well deserve a 
major role in any relevant theory of income distribution. Weintraub touches 
on this only briefly in connection with considerations of quasi rent and the 
nature of profits. I wonder, too, whether fruitful use might not be made of 
Neumann-Morgenstern, Friedman-Savage conceptions of the role of risk and 
uncertainty and people’s reaction to them as an explanation of relative in- 
comes. This might at the least allow Weintraub to explain not merely the 
existence of profits along with losses as a result of unforeseen change, but the 
= persistence of positive average profits (by most, useful definitions of 

term). 

But these are perhaps overly critical “might-have-beens.” Weintraub’s book 
is replete with perceptive and interesting observations regarding both factor 
shares and their implications. His remarks about a negative relation between 
(1) the level of employment and (2) real incomes of rentiers and even em- 
ployed workers seem particularly relevant to an explanation of the curious, 
current (June 1958) concern about “inflation” and the reluctance to take 
strong antirecessionary action. I welcome Weintraub’s insistence that, except 
for imperfections in the capital market and tax considerations dictating a 
preference for “capital gains” over income, current or past profits per se 
should not induce investment. The book includes an interesting criticism of 
“Mr. Kaldor’s ‘Keynesian’ Theory” (pp. 104-7) which calls attention to its 
“tautologous” character and criticizes its elimination of “the influence of 
marginal-productivity ideas ‘entirely.” A chapter on “A Modified Liquidity- 
Preference Theory of Interest,” while suffering from lack of attention to perti- 
nent sections of Patinkin’s Money, Interest and Prices, has some suggestive 
ideas on the effect of changing money supplies on prices and amounts of asset 
holdings, and, consequently on the demand for liquidity. All in all, Wein- 
traub’s book will merit attention from those interested in certain aspects of 
the theory of income distribution and some related aggregative problems. 

RoBert EISNER 


Northwestern University 


Essays in the Theory of Economic Growth. By Evsey D. Domar. New York: 
Oxford University Press, 1957. Pp. ix, 272. $4.50. 

The mushrooming literature on economic growth already has its classics. 
Among them Professor Domar’s essay on “Capital Expansion, Rate of Growth 
and Employment” (Econometrica, Apr. 1946), in which he produced his ver- 
sion of the Harrod-Domar theorem, holds a prominent place. He has now col- 
lected in one volume nine essays related to the same subject, eight of which 
have been published earlier in various periodicals. These essays form a con- 
tribution to a discussion in which a large number of economists have taken 
part. This is, therefore, not the place to review the individual articles and 
their approach to the problems. I shall only try to indicate some general 
features of Domar’s work and discuss its relation to pertinent research prob- 
lems. 

This task has, however, been performed in part by Domar himself in an 
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analytical foreword to this new volume as well as in his paper “A Theoretical 
Analysis of Economic Growth” (1952). The remaining eight essays present 
various model constructions which are intended to constitute elements in a 
wider theoretical structure. In his introductory essays Domar places these 
models in their proper perspective. He is the first to realize that they are 
based on very special assumptions; that they are not intended to be used 
directly for the interpretation of historical processes of growth. He regards 
them as contributions to the development of the theory of growth, at the 
same time illuminating earlier theories of a more stationary nature. It is only 
natural that an enthusiast like Domar sometimes seems to forget the limita- 
tions on the direct applicability of his explorations. 

Domar has made a lasting contribution to the understanding of growth 
processes. His reader may, however, ask a number of questions: Are the rela- 
tionships on which Domar bases his models the most essential? Should they 
be formulated a different way? And in which direction should the theory of 
growth be developed? 

What strikes the reader, looking back over Domar’s work, is the persistency 
of his effort. Around his basic formula have been grouped a number of com- 
plementary studies of foreign investment, depreciation and replacement which 
are designed to apply to a capitalist economy. Various references, and espe- 
cially the new essay “A Soviet Model of Growth,” however, indicate that his 
theory can just as easily be applied to a planned economy of the Soviet type. 
It is a theory that first of all appeals to the technocrat and the certified ac- 
countant, whether capitalist or Soviet. The models can be used as a starting 
point for comparisons of the two types of economic systems from a planner’s 
point of view. They, however, give very little guidance towards the under- 
standing of the mature of growth in a capitalist economy. Their relation to 
the institutions of a capitalist economy, with decentralized powers of decision, 
is actually slight. Thus, they do not provide a theory of growth which takes 
into account the incentives that determine the relevant parameters of action 
in a market economy. Domar’s problem is not why and how growth takes 
place. He investigates only the balance of growth, i.e., the balance between 
over-all capacity to produce and over-all demand in a growing economy. The 
essence of his theory is to establish in this sense the conditions for dynamic 
equilibrium which, on the given assumptions, have a wide applicability to 
various types of economic systems. 

Even within this limited framework there are certain basic problems of 
model construction which can be discussed. One of the essential features of 
every growth theory must be how it takes into account the effect of technical 
progress on growth of capacity to produce. In some theories, for example 
those along Schumpeter’s lines, this effect enters explicitly into the theory. 
In Domar’s growth models, technical progress can be said to be implied. 
His assumption of a constant investment productivity (*) during the process 
of growth may be regarded as a result of a balance between, on the one hand, 
a declining marginal productivity of capital—as the stock of capital is increas- 
ing in relation to other factors and as the most productive uses of capital 
available given the existing state of technical knowledge are exhausted—and, 
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on the other hand, a rise in marginal productivity that follows from the time- 
flow of technological improvements. It is true that variations in this balance 
can be taken into account by allowing for variations in investment produc- 
tivity from one period to another. But we arrive at a new basic relationship 
between investment and the growth of capacity when we take into account 
that ¢ will vary with the size of investment or the rate of growth of total 
capital in any period, if the flow of new technical knowledge is independent 
of the process of growth. The result will be a more dynamic formulation of 
the productivity function, for example, along the lines indicated by Kaldor 
in a recent article (Econ. Jour., Dec. 1957, pp. 595-99). 

A more explicit acceptance of technical progress as a basic fact also makes 
it impossible to maintain the assumption that the replacement of old capital 
is independent of the process of growth itself. The rate of replacement per 
unit of time becomes dependent not only on the rate of investment but also 
on the growth of income and wages and on the changes in relative prices 
which result from the new technique being exploited by investment. In his 
first classical essay, Domar approaches this problem. He discusses what he 
calls the “junking” process, i.e., the obsolescence of old capital assets that 
follows from new investment. But he never integrates this phenomenon into 
his basic model, even though he confesses that he is unhappy about this treat- 
ment of the problem. 

The transformation of the capital structure by addition of new and by 
elimination of old units of capital equipment is, however, only one aspect of 
the general transformation’ of an economy during the process of growth. 
Similarly there is the change which occurs in the pattern of consumption, the 
input-output structure, the composition of foreign trade, and the distribution 
of labor among occupations and skills. It is actually impossible to envisage an 
expanding society in which a fundamental transformation in these respects 
does not take place. As a matter of logic, a proportional enlargement of all 
economic elements is actually excluded, if we discuss an economy where capi- 
tal equipment is growing faster than the supply of manpower. In a theory 
that can be used to explain growth in a decentralized market economy, the 
process of transformation must necessarily be a central theme. 

By developing models on a level of total aggregation, Domar has cut him- 
self off from the problems that arise in connection with the process of trans- 
formation. In his introductory essays, he is himself concerned with this fact. 
He can rightly defend himself by claiming that in the pioneering stage 
elementary relations must be explained in as simplified form as possible. 
However, a development of the theory in the direction that has been indicated 
cannot be regarded as a refinement of the basic Domar models. It may 
more properly be described as a new approach. 

Domar has by his pioneering work cleared much ground that will be useful 
for new more advanced theoretical structures. He has done it with sharpness of 
mind, lucidity of style, and wit of comment. We should be grateful that he has 
collected in one volume his contributions to the subject over a period of four- 
teen years. Growth is a cumulative process, and the sequence of events de- 
pends on the first steps that are taken. Similarly, the growth of the theory 


© 


| 
} 
; 
I 
e 


BOOK REVIEWS 1009 


of growth will depend on the impetus that Domar has provided by his brilliant 
essays. 
INGVAR SVENNILSON 
Institute for Social Sciences 
Stockholm 


Decision Making. By Donatp Davipson and Patrick Suppes, with SNEY 
SrecaL. Stanford: Stanford University Press, 1957. Pp. 121. $3.25. 

Empirical work on decision-making under uncertainty has scarcely begun. 
Even though basic advances have been made (in the work of Frank Ramsey, 
von Neumann and Morgenstern, and L. J. Savage) toward useful operational 
definitions of such familiar concepts as “utility” and “subjective probability,” 
there has been no rush to apply them in actual measurement or prediction. 
In part this inertia reflects shyness in the face of experimental problems with 
which few economists are familiar. Yet without an attempt to fit numbers into 
propositions, without the vital interaction of hypotheses with data, decision 
theory must remain largely without content: advice that does not advise, pre- 
dictions that do not predict. 

The authors of this volume (two of them philosophers, one a psychologist) 
have stepped forward to launch what may become the new field of “experi- 
mental economics.” Basing their investigation mainly on Ramsey’s 1931 paper, 
“Truth and Probability,” they begin by fashioning axiom systems designed for 
empirical application. They then take the radical step of dirtying their hands 
with actual experiment data. 

In their attempt to improve upon and extend the pioneering experiments by 
Mosteller and Nogee (measuring subjects’ utilities for small amounts of 
money on the basis of their choices in a game of chance) they undoubtedly 
succeed; their experimental technique, resembling psychometric measurements 
of sensory perceptions, is sophisticated in concept, design and application. 
Their main innovation, suggested by Ramsey, is to use in their lottery tickets 
a chance event whose subjective probability for the subjects is experimentally 
measured (instead of “objective probabilities” of dubious validity). 

This book is not a suitable introduction to the general subject of decision- 
making under uncertainty, to the axiomatic method, nor to psychological ex- 
perimentation. A good deal is taken for granted in all these fields; allusions 
to other work and alternative approaches are regrettably few and brief, the 
axiomatics are not easy reading, and discussion (which echoes Ramsey closely 
in its conceptual aspects) is held to a minimum. The book is rather like a long 
article, dealing fairly technically with problems connected with this particular 
set of experiments. In the course of their argument, the axioms play a rather 
peculiar role. Unlike their predecessors, who lent credibility to their hypotheses 
by deriving them from insidiously plausible axioms, these authors derive their 
“axioms” from initial hypotheses (all about equally opaque) and then derive 
measurement theorems from the axioms (pp. 30-34). It is not clear to me that 
this form of exposition is well-chosen. 

Can utility and subjective probability be “measured”? Yes: it is clear from 
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these results that in a meaningful sense they can (though not, I suspect, in 
all circumstances). Familiar statements to the contrary simply do not reflect 
an awareness of the operational definitions proposed, nor of the nature and 
scope of psychological measurement processes. The results presented here are 
imprecise, though positive; but it would be fatal to any empirical investigation 
to be disheartened by crude or ambiguous findings at a stage as early as this. 

Is the effort worthwhile? Surely this question can await a later answer. 
Economic writing for so long found it convenient to talk of “utility” and 
“subjective probability” as though they were measurable, there does seem a 
prima facie case that it should be useful to turn these notions into genuine 
empirical variables, actually measuring them. Who knows what new relation- 
ships might turn up, once it became feasible to assign numbers to these 
factors? 

Still, this approach does have inherent limitations. The authors’ insistence 
that the experiments must involve “real” decisions, in which actual prizes are 
won or lost, has obvious merits but also some disadvantages. One problem, to 
which economists seem more sensitive than psychologists, is that changes in 
players’ assets, as they win or lose significant amounts, might change their 
marginal utilities for prizes remaining at stake. (Consider their experiment 
awarding phonograph records, Ch. 3.) 

More importantly, the practical upper limit to the prizes that experimenters 
can offer is likely to remain well under the amounts that would really be in- 
teresting to an economist; and it seems doubtful that the utilities of these 
larger sums can be extrapolated from bets on the order of 17¢. Thus, it may 
be infeasible to predict, say, investment decisions from experimental data, 
unless the size of the stakes could be drastically increased. (Here, at last, is a 
project that would offer the Ford Foundation real scope.) 

These limitations may not constrain the measurement of subjective proba- 
bility, which gets only incidental attention in the present work (a shift of focus 
may be in order). Bets involving small amounts of money might suffice to 
measure an individual’s subjective probabilities for political, economic or 
personal events of real significance for his larger decisions. Knowledge of the 
ways in which these probabilities form and change, and actual measurements 
of the uncertainties affecting typical decision makers, would have very direct 
application in economic science. 

The major limitation to this work is not in the particular design or even 
the experimental approach but in the nature of the hypotheses the authors 
have chosen to test. These have been drawn entirely from earlier discussion, al- 
most none of which was empirically oriented. It is true that testing must begin 
somewhere, but a complex, integrated theory (corresponding to sets of twelve 
or thirteen axioms) seems far from the best starting point for a pioneer empir- 
ical study. The authors might well have begun by investigating a much broader 
range of simpler, more exploratory hypotheses, not necessarily inspired by 
normative arguments. Whereas they tend to suggest that their basic hypothesis 
is uniquely plausible, covering reasonable behavior on all occasions of un- 
certainty, I believe that there are important classes of uncertain situations in 
which normal people will systematically violate these axioms, and in which 
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other hypotheses will better describe their behavior. Be that as it may, future 
experimenters need not feel so constrained by the economic literature to date; 
human behavior under uncertainty is undoubtedly more various than has been 
imagined in that discussion. 
DANIEL ELLSBERG 
Harvard University 


Distributed Lags and Demand Analysis for Agricultural and Other Com- 
modities. By Marc NERLovE. Department of Agriculture, Agricultural 
Handbook No. 141. Washington: Supt. Docs., 1958. Pp. 121. 60¢. 

It is a classroom platitude that the ultimate effect of a price change upon 
the quantity demanded may differ from the impact effect. It is even recognized 
that the effects of the change may well be spread out over many intervening 
periods. But it is by no means obvious how this is to be handled empirically: 
what is the specific pattern of lags appropriate to an econometric investigation 
of demand—or of supply, or of total consumption? Convenience rather than 
conviction leads most econometricians to toss a one- or two-period lag into the 
hopper. 

Irving Fisher apparently was the first to propose the general concept of a 
distributed lag, that is, that the relation between cause x and effect y takes 
the form: 


(1) Ye = bo + Dy + t+ t.... 


Clearly, this is quite general. Empirical relations of this type have been esti- 
mated, Tinbergen’s study of foreign trade elasticities being a familiar case in 
point. But precisely in the generality lies the rub. The number of parameters 
to be estimated is in principle infinite. Even when a cut-off point is taken, the 
number of lagged x’s to be included may be large. Given the relative brevity 
of most economic time series and the almost inevitable intercorrelation among 
the successive x’s, empirical estimates of the parameters of the general form 
(1) will not be reliable. 

L. M. Koyck offered an ingenious device to alleviate these difficulties in his 
Distributed Lags and Investment Analysis (Amsterdam, 1954). It appears 
plausible to maintain that the impact of past prices upon today’s demand 
diminishes systematically as we go back in time. Specifically, Koyck supposes 
that the coefficients of (1) taper off geometrically, so that his model is: 


(2) t st..., 

with a being a coefficient which lies between zero and one. The number of 
parameters to be estimated has been reduced to just three. Furthermore, a 
little algebra reduces (2) to: 

(3) = a(l1—a) +b + aya, 

which involves only two explanatory variables. Koyck’s proposal does lead to 
a manageable form. However, technical problems of interdependent error 


terms arise so that simple least-squares estimation of (3) is ruled out. More 
serious is the natural objection that Koyck’s specification is, after all, rather 


arbitrary. 
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In the present monograph, Marc Nerlove systematically exploits the notion 
that closer attention might be paid to the factors which underlie distributed 
lag relationships. Rather than adopting such a relationship from scratch, he 
considers plausible structural models which might generate distributed lags. 
Two models are distinguished. In one, the “rigidity” model, technological and 
institutional factors are basic; in the other, the “expectational” model, the 
source of the delayed reaction is found in uncertainty. For the rigidity model, 
suppose that the current price, x;, of a commodity is expected to persist, and 
that should it indeed persist indefinitely, demand would eventually reach the 
the equilibrium level, y;*, 


(4) =at bx. 


However, because of such factors as durability, the adjustment to a price 
change is not instantaneous, so that y; is not equal to y;*. Instead, discrepan- 
cies from equilibrium are only gradually eliminated; specifically, 

(5) — Yea = B — 

with $, the speed-of-adjustment coefficient, lying between zero and one. For 
the expectational model, suppose first that consumers are somewhat farsighted, 
so that today’s demand depends upon the average price expected to prevail 
from now on, x;*, 

(6) b 

Further, price expectations are revised in accord with deviations from current 
experience; specifically, 

(7) — = (Xe — 

where y, the coefficient of expectations, lies between zero and one, and is 
analogous to J. R. Hicks’ elasticity of expectations. 

Now both the rigidity model, (4) and (5), and the expectational model, 
(6) and (7), imply that the relation between current demand and lagged 
prices takes the form of a distributed lag; in fact, just the particular form 
proposed by Koyck. Thus, Nerlove provides a theoretical underpinning for 
the convenient assumption of geometrically decreasing coefficients. (Koyck 
himself did offer the rigidity interpretation of his specification.) 

The payoff to Nerlove’s dichotomization comes when additional variables 
—income, other prices—are introduced. It is seen that adaptations of classical 
regression techniques are then required, and just which adaptation is most 
convenient and efficient is shown to depend upon which model underlies the 
distributed lag. A particular choice is between directly estimating a form like 
(2) and estimating a reduced form like (3); here, alternative methods of 
reduction and of estimation are spelled out. A persistent problem is that of 
interdependence of error terms, and here the new approach at least clarifies 
the issues. This systematic exploration constitutes the body of Nerlove’s 
pioneering work. 

It may be recognized that the demand for automobiles might fit into the 
rigidity model, while the Friedman permanent-income hypothesis is related 
to the expectational model. The final pages of this monograph discuss these 
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two natural applications of the analysis. Results of an empirical test of the 
Friedman hypothesis are included; these, rather surprisingly, make up the only 
numerical material in the work. My impression is that more such material was 
in order, if only to illustrate the somewhat elaborate calculations prescribed. 

The field of specification and estimation of dynamic relations is a wide-open 
area of econometrics. Some key issues of identification and nonrandom error 
terms remain unsettled by Nerlove’s investigation. Objection may certainly be 
made to his assumption that only the demand, and not the adjustment or ex- 
pectational, equations are subject to error. Nonetheless, fertile new ground has 
been broken by Nerlove in tracking down the economic causes and statistical 
consequences of distributed lags. 

ARTHUR S. GOLDBERGER 
Stanford University 


Probleme einer dynamischen Theorie der Konsumfunktion. By EvA BOssMANN. 
Berlin: Duncker & Humblot, 1957. Pp. 110. DM 10,60. 

Theories of the consumption function are coming to be as numerous as 
economists. In spite of the implication in the title, however, this book by 
Eva Béssmann does not present a new dynamic theory of the consumption 
function. Rather, the book examines a more basic question: what can the 
static microeconomic theory of consumer choice contribute to making the 
consumption function a dynamic tool of analysis? The conclusion reached 
is a negative one—it is impossible to force a Walrasian type microeconomic 
model to correspond to a macroeconomic theory whose first concern is a 
simple solution of economic problems. Yet macroeconomic theory does de- 
pend on the microeconomic system. The theory is therefore at an impasse. 

Miss Béssmanu first briefly outlines the development of the concept of the 
consumption function from Keynes onward. She then discusses, in careful 
detail, the problems of aggregation and of passing from the microeconomic 
theory of consumer behavior to an aggregate consumption function. 

Basic to this entire discussion is the view that logically one must utilize 
the theory of consumer behavior to explain the consumption function because 
the consumption function as a behavior relation rests upon the decisions of 
individual consuming units. In following this procedure, Miss BOssmann en- 
counters two familiar problems, the preference system of the individual con- 
sumer and the rationality principle. The preference system is the yardstick 
used in rational choice. It decides the ordering of possible decisions according 
to some relevant criteria such as the maximization of utility or an “uncer- 
tainty preference functional.” This assumes a constant preference system, even 
when uncertainty coefficients are introduced since they will be assumed to 
be constant. Choice is only rational if the decisions are fulfilled over time 
and are not frequently disappointed. There are further complications if in- 
terdependence of consumer preferences is assumed. These considerations, 
Miss Béssmann argues, severely limit the usefulness of the microeconomic 
theory of consumer choice and accordingly, its usefulness in interpreting 
group behavior when passing from a micro- to a macroeconomic consumption 
function. 


| 

1 


1014 THE AMERICAN ECONOMIC REVIEW 


Some economists contest this view of the role of the theory of consumer 
choice. Milton Friedman, for example, has argued, (1) that uncertainty does 
not establish a presumption as to the shape of the individual consumption 
function, and (2) that a group behavior equation may be applicable to all 
members of the group (A Theory of the Consumption Function, Princeton 
1957, pp. 14-19). Miss Béssmann, on the other hand, is quite pessimistic, 
thinking that it is probably the theory of “decision processes” that will pro- 
duce a more adequate behavior principle. 

Miss Béssmann further argues that, due to problems of aggregation, the 
particular form of a consumption function chosen is often a matter of ex- 
pediency. The worth of a theory depends on what the model is trying to ex- 
plain. It is on this basis that one decides what quantities to take as variables 
and what to take as parameters. Miss Béssmann therefore accepts the view 
that one can work with an empirical aggregate consumption function even 
though empirically and theoretically one cannot derive a complete macro- 
economic theory. This line of reasoning opens vistas which, unfortunately, 
she does not choose to explore. 

Expediency and common sense are principles which we as economists em- 
ploy every day. Ultimately, I believe, if we are to use our theoretical and 
empirical tools of analysis to solve economic problems we must put aside 
such theorems as the impossibility of making interpersonal comparisons and 
the inconsistency of collective preferences, and proceed on common-sense 
grounds to solve economic problems in spite of these theorems. A theory of 
economics begins with the assumption that the economic system is not a 
mere aggregate of separate individuals. It seeks to understand the economic 
system as a whole, the separate heterogeneous individuals possessing a func- 
tional unity. 

Miss Béssmann is, on the whole, to be complimented for presenting a 
cogent and well-reasoned critique of the literature on the consumption func- 
tion. Yet she does, on occasion, commit some elementary howlers. For ex- 
ample, in her discussion of the role that the holding of money plays in the 
theory of consumer behavior, she states that the quantity theory has limited 
usefulness since it assumes constant velocity. Surely a cursory reading of the 
literature shows that while quantity theorists regard velocity as possessing 
regularity, they certainly do not view it as constant. 

As in the case of all too many German publications, the usefulness of this 
book is limited by the lack of an index. 

Joun J. KLEeIn 


Oklahoma State University 


Die theoretischen Grundlagen David Ricardos im Lichte des Briefwechsels. 
By Exreonore Lirscuitz. Berlin: Duncker & Humblot, 1957. Pp. 214. 
DM 18. 

The wealth of materials unearthed by the Cambridge edition of Ricardo’s 
works and correspondence has led to a resurgence of Ricardo interpretation. 
As may be gathered from G. J. Stigler’s recent article in this Review (“Ricardo 
and the 93% Labor Theory of Value,” June 1958, pp. 357-67), some issues 
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believed to be settled a generation ago are ready for a comeback. There is, 
however, some reasonable doubt whether the monumental edition will sub- 
stantially clarify the zigzag track of Ricardo’s theoretical evolution or rather 
confirm the pessimistic view that the classical master logician never freed 
his system from basic contradictions and, in some cases, even failed to reach 
a definite stand. 

Miss Lipschitz’s book represents one of those skirmishes which generally 
precede an over-all attack. Though some parts of her discussion shed new 
light on Ricardo’s contribution, the study as a whole is incomplete and calls 
for supplementation and correction. Also its scope is more restricted than 
might be expected from the pretentious title. Significant aspects of the 
Ricardian conception such as his theories on rent, on comparative costs, on 
money, and on credit have been neglected. The author concentrates on two 
of his fundamental notions: Ricardo’s theory of value and his views on the 
possibility of a general overproduction. The first topic is discussed in great 
detail. The rest of the volume has been reserved for German translations of 
important letters and papers rediscovered by the Cambridge editors. 

Despite its limitations, however, the book is a valuable and timely addi- 
tion to the history of classical economics. Plunging resolutely into the new 
materials, the author describes in a vivid way Ricardo’s life-long struggle 
with his perennial issue whether, under highly abstract conditions, the quan- 
tity of labor should be regarded as the cause of the change of relative values 
and, furthermore, as its measure or standard. In her search for an answer, 
few stones have been left untouched. The text of the various editions of the 
Principles has been compared. His extensive correspondence with James Mill, 
Trower, and Malthus is examined in order to disclose a thread of continuous 
scientific evolution. Furthermore, two important papers on “Absolute Value 
and Exchange Value,” which could be regarded as Ricardo’s testament on 
this issue, are scrutinized. These two notes, one of them a rough draft and 
the other a revised version, were written in August and September 1823, 
only a few weeks before his death on September 11. Still we should question 
whether those last words of the ingenious thinker invalidate previous state- 
ments. They were found among the Mill-Ricardo papers. Probably James 
Mill had some reason to withhold them from publication. A skeptical atti- 
tude seems appropriate on the ground that Ricardo did not live to finish the 
second corrected version. 

As previously mentioned by Piero Sraffa, the two notes indicate that, at 
the end of his life, Ricardo revived an idea which, in his earlier writings, 
appeared only in occasional hints and allusions: namely, the notion of a 
real and absolute value underlying and contrasted with exchangeable value 
or relative value (The Works and Correspondence of David Ricardo, ed. by 
Piero Sraffa with the collaboration of M. H. Dobb, Cambridge 1951, 4, p. 
359). We should add, however, that Ricardo took pains to emphasize the 
hypothetical and tentative character of this standard. If all commodities re- 
quired the same period of production, say one year, the quantity of labor 
employed on them would be “the nearest approximation to a perfect meas- 
ure” (ibid., p. 364). Also the companion proposition that the quantity of 
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labor was the cause of value, was no more than an approximation: “Though 
it is by far the greatest cause it is not strictly the only one” (ibid., p. 367). 
In this way the strait-jacket of his doctrine was loosened. The two prin- 
ciples, that the relative quantities of labor required in production in general 
measured relative value and that these relative quantities represented the 
dominant determinant of its changes, allow for exceptions. Following Stigler’s 
terminology they should be described as an “empirical” theory of value in 
contradistinction to an “analytical” theory. Whether in other respects Miss 
Lipschitz’s interpretation should be approved, for instance her view on 
Ricardo’s ethical orientation and his opposition to capitalism (pp. 97-98, 
120-21), may be left for later discussion. 

Though the author is to be commended for careful treatment of various 
intricate questions, some technical deficiencies of her book should be men- 
tioned. Obviously she omitted to check all her references. It so happens 
that a quotation from Karl Diehl’s commentary published in 1921 is given 
as derived from a letter of Ricardo (p. 52). The names of some writers have 
been mixed up. The editor of the German edition of Ricardo’s Principles, 
Heinrich Waentig, is called “Ottomar Waentig”—a confusion with the origi- 
nal German translator, Ottomar Thiele (p. 50, note 43). In the preliminaries 
of the appendix Miss Lipschitz reproduces almost verbatim several para- 
graphs written by Sraffa without indicating her source (pp. 125-26). The 
exposition is often redundant and repetitious. Instead of being analyzed 
systematically Ricardo’s theorems are often discussed in the chronological 
order of the corresponden¢e. 

Fritz Kart MANN 

Washington, D.C. 


Economic History; Economic Development; 
National Economies 


Théorie générale du progres économique. 1, Les mesures des progrés écono- 
miques et Vidée déconomie progressive. II, Les composants: 1. La 
creation. 2. La propagation: A. Modéles microéconomiques. By FRANCOIS 
Perrovux. Paris: Institut de Science Economique Appliquée, 1956, 1957. 
Pp. 47; 89; 109. 1,000 fr. each. 

Professor Perroux, director of the Institute of Applied Economics in Paris, 
is one of France’s most distinguished economists, and one of the world’s most 
prolific. (An addendum to the second cahier in the present series lists 193 of 
his books and articles.) His views on economic progress and economic growth 
(which he sharply differentiates—see below) should therefore be received 
with considerable interest in this country. 

The three cahiers under review are parts of a larger study on the title 
subject. They deal, respectively, with: (1) indexes of economic growth, and 
the concept of a “progressive economy,” (2) innovation, as a component of 
economic progress, and (3) the transmission (propagation) of innovation, 
as a second component of economic progress. The third cahier is concerned 
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with microeconomic models, i.e., innovation by the firm, and its transmission 
to other firms and industries under various market conditions. The next two 
cahiers in the planned series are to deal, respectively, with macroeconomic 
models, and the “signification” of economic progress. 

In the first cahier, Perroux’s point of departure is a criticism of the indi- 
cators of growth that are usually adopted as measures of economic progress, 
e.g., national product, per capita income and consumption, sectoral distribu- 
tion of the labor force. His objections are of two sorts: the indicators do not 
accurately measure what they propose to measure; and what they propose to 
measure is relatively insignificant, i.e., is not what they ought to measure. 
On the first point, Perroux criticizes the standard growth indicators for their 
attempt to compare widely heterogeneous assortments of goods and services, 
for their lack of allowance for cyclical fluctuations, differences in the dis- 
tribution of income (or consumption), and changes in international terms 
of trade. On the second point, he criticizes the standard indicators because, 
even if they were accurate, they would tell us nothing about what he feels 
they should be primarily concerned with: the extent to which a growing 
economy is a progressive economy. 


If we knew only what these indicators tell us, what would we know about 
economic progress? The answer is: very little. The reason is not only that 
any statistic requires interpretation. In addition, the concepts and the 
relationships underlying any statistics must derive from a theory, and the 
theory which presently underlies growth statistics is not satisfactory. .. . 
The theory is unsatisfactory because it is concerned with aggregate results 
and ee the process by which the results are realized (p. 33, cahier 
no. 1 


From a normative standpoint, what the statistics should try to measure 
is not economic growth (les progrés), but economic progress (le progres), 
by which Perroux means growth accompanied by an “optimum distribution 
of the attendant social costs,” (i.e., um amenagement optimum des charges 
... 0% Couts sociaux—pp. 34-35, cahier no. 1). 

Why are we interested in economic growth? One answer, traditional in 
economics, is because it is presumed to involve commensurate increases in 
something we think of as “welfare.” Perroux’ point, essentially, is that the 
usual growth indicators, even if statistically acceptable, would not tell us 
anything about changes in welfare, because they neglect a number of social 
costs which may significantly reduce welfare: e.g., costs in human lives, and 
in individual freedom of choice. 

I find several troublesome things about this argument. The first is the 
obvious one that the sorts of costs Perroux has in mind are not likely to be 
taken care of by any changes in growth statistics. Of course, we could (and 
should) try to get measures not only of average consumption, or income, per 
head in international or intertemporal comparisons of growth, but of the 
variances that are involved as well. If we make some convenient assumptions 
about diminishing marginal utility of income, perhaps this would help us 
appraise changes in welfare. But I doubt that this is really likely to help us 
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to arrive at judgments concerning the relative equitability in the sharing of 
the kinds of costs Perroux has in mind. 

The other objection is a normative one. True, the usual indicators, no 
matter how much they were improved, would not tell us much about economic 
“progress.” But for some purposes, it isn’t clear that “progress,” in Perroux’ 
sense, is what we ought to be interested in. If what we’re concerned with is, 
say, the relative military strengths of different countries, or the effect of 
economic growth on political stability, it is by no means clear that the allow- 
ances we need to make—even if we could make them—in the usual growth 
measures, would be those which take account of the social costs which con- 
cern Perroux. 

Believing that the statistical deficiencies arise from an underlying defici- 
ency of theory, Perroux is concerned with formulating a more adequate theory 
of economic progress. To do so, he suggests that: 


The enormous number of variables and interdependencies which affect 
economic progress can be divided into three groups designated by the 
terms innovation [creation], transmission [ propagation], and signification 
(p. 37, cahier no. 1) 


By “innovation,” Perroux means changes in production techniques which 
result in lower costs or new products. By “transmission,” he means the hori- 
zontal spreading of innovations to other firms in the innovating industry, or 
the vertical spread to other industries. I must admit I don’t know precisely 
what he means by signification. Though this is to be dealt with in a later part 
of the study, Perroux refers to it at several points in the first three cahiers, 
as well. When he does, he uses terms like “social consensus,” “ideology,” and 
“economic relatedness” to describe the intangible “signification” that charac- 
terizes a “progressive” economy. If I follow him correctly, he has something 
in mind between the Augustinian City of God and the Frommian Sane Society. 
It is perhaps supererogatory to say that this hint of what is to come in a later 
cahier is more than slightly mystical, and less than very enlightening. 

In his second cahier, Perroux takes up the first of his three “components” 
of economic progress, innovation. His aim is to contest the Schumpeterian and 
Wicksellian view that innovation derives from the small unit (Schumpeter’s 
“innovating entrepreneur”), and that it is an individualistic process. Accord- 
ing to Perroux, this view misconstrues the innovating process, which is “col- 
lective and cooperative in its methods, its agents and its results” (p. 1, 
cahier no. 2). 

Perroux regards innovation as typically a result of the cooperative efforts 
of large economic groups, rather than individuals, acting in an oligopolistic 
rather than perfectly competitive environment characterized by state inter- 
vention, rather than laissez faire. To support his contention, he presents ex- 
tended essays on British economic development from 1760-1854 (the “first 
industrial revolution”) and U.S. development since 1945 (the “second in- 
dustrial revolution”). If the evidence he marshals is less than conclusive, it is 
nevertheless both interesting and provocative. 

Related to his dissent from the individualistic view of innovation is a 
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criticism of the Schumpeter-Kondratieff interpretation of long cycle growth. 
His argument (pp. 33 ff., cahier no. 2) is, first, that in Britain during the 
19th century, exogenous forces (e.g., war and monetary inflation) were 
actually more closely correlated with the inflationary phase of the long cycle 
than was the bunching of innovation, as contended by the S-K model; and, 
second, that consumption didn’t rise relative to investment in the deflationary 
phase of the cycle, as the theory asserted. My impression is that Perroux’s 
criticisms here are sounder than his inference that the weaknesses of the long 
cycle hypothesis derive from Schumpeter’s individualistic view of innovation, 
or that they provide support for the collective view of innovation offered by 
Perroux. 

Discussing automation and atomic energy in the U.S. economy, Perroux’s 
comments on the “socialization” of innovation are especially suggestive. Their 
debt to Schumpeter is greater than one might infer from Perroux’s inclination 
to differ with him wherever he can. 

The third cahier presents some models of interfirm and interindustry rela- 
tions as they affect the appearance and transmission of innovation. The simpli- 
fied models consider innovation and its transmission under conditions of perfect 
competition, pure monopoly, duopoly and oligopoly. Perroux’s argument is 
that a purely competitive model “yields the worst consequences with respect 
to the likelihood of innovation” (p. 21, cahier no. 3; italics in original). By 
contrast, pure monopoly—if accompanied by freedom of entry—and imperfect 
competition, under certain circumstances, are more likely to encourage in- 
novation! Perroux’s reasons revolve around the means and the incentives to 
innovate. In pure competition, the means are lacking because firms are small, 
and funds and facilities for research (i.e., in Perroux’s terms, for developing 
and assembling relevant economic information) are limited. The incentives 
are lacking because the innovating firm cannot anticipate any protracted 
period of supernormal profits as a result of an innovation. 

On the other hand, Perroux contends, in pure monopoly and oligopoly, the 
means for acquiring the informational inputs relevant to innovation are likely 
to be available as a result of previous supernormal profits. Moreover, the 
incentives to innovate are also likely to be stronger. In part, this is because 
of the oligopolist’s opportunity to maintain his supernormal profits for a 
longer period by negotiation, collusion, and bargaining with other oligopolists, 
(“effective competition is a regulated game .. . ,” p. 18, cahier no. 2). In 
part, the incentive to innovate arises from the oligopolist’s fear of his present 
rivals, and the monopolist’s fear of the potential rival. To preclude entry of 
the potential rival, and to strengthen the firm’s bargaining relationship with 
his actual rivals, the monopolist and oligopolist, respectively, have keen in- 
centives to innovate. 

As concerns the transmission of innovation, pure competition emerges with 
equally low scores, because the terms of the model preclude transmission 
either via new-product creation, or price reductions by an innovating firm. 
(On the latter point, Perroux seems to be inconsistent in arguing that an 
innovating firm, under pure competition, cannot retain windfall profits for 
any period of time, even though it is presumed that its innovation has no 
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effect on market price. Actually, it would seem that if its innovation does 
not affect price, it does retain the innovational profits, and consequently 
acquires an incentive to innovate.) On the other hand, certain types of im- 
perfect competition score more highly as transmitters of innovation, both 
within the industry, and to other industries. Again, the “potential rival” (as 
seller, or as monopsonistic buyer) plays an important role in stimulating 
transmission by an innovating oligopolist, as do the accepted “rules of the 
game,” and the fear of government intervention if the results of innovation 
do not result in lower prices to other industries and to consumers. 

Perroux admits that some forms of imperfect competition may stifle in- 
novation and its transmission, e.g., cartels, monopolistic competition (i.e., 
polypole hétérogéne). And he is critical of Galbraith’s optimism concerning 
the role of “countervailing power” as a guarantor of innovational transmis- 
sion. Nonetheless, he is strongly inclined to the conclusion that innovation 
and its effective transmission depend on a combination of monopolistic and 
competitive forces, and still more strongly inclined to the view that the forces 
that are involved extend, beyond market price, to considerations like the 
“rules of the game” that are accepted in interfirm bargaining relationships, 
and the role of the state as innovator or guarantor of its transmission. 

CHARLES WOLF, Jr. 

The RAND Corporation 

Santa Monica, Calif. 


Economic Backwardness and Economic Growth. By Harvey LEIBENSTEIN. 
New York: John Wiley; London: Chapman & Hall, 1957. Pp. xiv, 295. 
$6.95. 

Professor Leibenstein has written an interesting book on the pure theory of 
economic development. Its central theme is the now-familiar one that a 
“critical minimum effort,” i.e., a particularly powerful stimulant or series of 
stimulants (regardless of character), is needed to send an underdeveloped 
economy off along the path of sustained growth in per capita income. Back- 
ward economies are regarded as possessing the characteristics of “quasi- 
stable” equilibria; they are stable in the small, in the sense that small stim- 
ulants may induce change in some of the variables of the system, but the 
crucial one, per capita income—the index of growth—will tend to recede to 
its initial values. There are too many (well-known) economic and cultural 
obstacles to surmount. 

To hurdle these barriers to sustained growth, powerful stimuli are needed, 
and because the equilibria of backward areas are not stable in the large, these 
stimuli can be expected to set the growth process going. At certain critical 
minimum income levels, we can ordinarily expect “human investment” to 
occur, that is investment in various types of human productive capacities; 
higher levels of saving can and ordinarily will evolve, making possible and 
economically feasible the broad range of investment outlays required in the 
initial stages of development; the onset of attitudes conducive to a decline 
in fertility rates will take place, as well as the breakdown of attitudes resist- 
ant to change; and so forth. 
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Of equal importance, a large enough stimulus will induce a rapid income 
growth at the outset such as to create an atmosphere of growth. On the one 
hand, this atmosphere is needed to engender attitudes that in themselves con- 
tribute to any sustained growth process, like the willingness to engage in new 
forms of enterprise and work. On the other hand, an atmosphere of growth is 
needed to prevent the development of attitudes hostile to growth, like the 
desire to erect various protective devices for entrepreneurs and workers alike, 
as well as to discourage familiar types of trading and speculative activities 
(in land, inventories, and other types of wealth) that tend to divert energies, 
skills and resources away from growth-promoting enterprises. A similar (if 
somewhat strained) argument is set forth relating the growth in use of knowl- 
edge and skills to anticipated rates of per capita income growth. 

The point of all this is that a synchronization in the expansion of all re- 
sources is necessary if sustained growth is to be achieved. To bring this about, 
a minimum rate of growth, which only a large stimulus can produce, is needed 
to overcome the inertia and fears of the various population segments, minimize 
failures and losses, and thereby avoid or limit setbacks leading to pessimistic 
anticipations of the future and hence debilitation of the growth process. 

In the course of this discussion, there is an interesting mixture of old and 
new ideas about the determinants of entrepreneurship, knowledge, and skills, 
and their respective growth propensities. If there is fault in this argument, it 
may lie in its failure to distinguish adequately a stage in which many of the 
prerequisites of sustained growth must be first established from the “take- 
off” stage itself.1 The picture drawn portrays a greater element of abruptness 
in the development process than may actually exist. 

Complementing this theory of the critical minimum effort is a theory of 
population growth that makes the latter first an increasing and then a de- 
creasing function of per capita income. Because of this relation, Leibenstein 
rightly argues, common efforts to determine required growth rates in national 
income by referring to current rates of population growth are wrong, since 
they overlook the rising rate of population growth that is induced in the early 
stages of development by higher per capita income. It is part of the critical- 
minimum-effort thesis that the initial stimulants must be large enough to 
sustain per-capita income growth until this growth and its concomitants 
propogate motivations conducive to fertility decline. 

Preceding this extended discussion of the critical-minimum-effort principle 
are chapters devoted to the basis of per capita output as an index of develop- 
ment, the meaning and nature of the quasi-stable equilibria marking back- 
ward areas, the static and “dynamic” characteristics of economic backward- 
ness, a (not very convincing) theory of underemployment in densely popu- 
lated areas, and a chapter upholding the Clark-Fisher thesis about develop- 
ment and occupational distribution, but from a novel viewpoint related to 
increased specialization as a function of rising per capita output. 

Following the discussion of the theory of the critical minimum effort is a 
chapter devoted to computations of different population growth rates, data on 


*Cf. W. W. Rostow, “The Take-Off into Self-Sustained Growth,” Econ. Jour., Mar. 
1956, 66, 25-48. 
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capital-output and (real) saving ratios as well as income growth rates, all 
designed to give some idea of the magnitudes of these crucial variables. In 
virtually all cases we are confronted with disheartening contrasts between 
growth requirements and existing possibilities, such as a 5 per cent or more 
required growth rate in national income, a (net) saving rate of 11-26 per cent, 
etc. One wonders how such vigorously expanding economies as Mexico, 
Burma, and others do it on a saving ratio of less than 10 per cent, or how 
many currently advanced economies managed to develop at average growth 
rates well below 5 per cent. 

A concluding chapter is devoted to a critical examination of a number of 
current investment criteria for economic development. The nub of Leiben- 
stein’s criticisms is that these criteria have in common the failure to take 
account of certain long-run, feedback effects of different investment policies 
on the rate of population growth, future saving habits, the expansion of en- 
trepreneurship, labor skills, etc. However, much of what he says seems to be 
consistent, particularly, with the “social marginal productivity doctrine,” 
broadly interpreted, and what he offers in piace of this principle, at least, 
seems to be of little help in the implementation of actual investment policies. 

Throughout the book there is one set of related assumptions, basic to much 
of the argument, that bears questioning. One of these is the common assump- 
tion that a rising ratio of labor to capital, because of a faster growing popula- 
tion, will be accompanied by diminishing marginal product of labor. How- 
ever, there is a multitude of production functions (linear and homogeneous 
and nonlinear and nonhomogeneous) that show constant or increasing 
marginal returns to labor under the posited conditions. It is necessary to specify 
and justify the shape of the production functions assumed in arguments about 
diminishing returns. There is no general and necessary reason why labor’s 
marginal product need fall. Or at worst, it may fall asymptotically. 

Moreover, in the world of reality, there are many underpopulated areas, 
like much of South America, where population and labor-force growth is 
a positive blessing, where labor must be considered to be operating under 
increasing (or constant) returns. In aiming at a general theory of economic 
development, Leibenstein loses much of his generality by concentrating his 
analysis primarily on problems of densely populated areas. This emphasis on 
the latter areas also suggests the author’s belief that the low per capita in- 
comes found there originate to an important degree in relatively limited sup- 
plies of land and natural resources; this is a very common, if not correspond- 
ingly illuminating, view. But countries like Japan and Holland, with high 
population densities and limited natural resources, on the one hand, and 
countries like Brazil and China with low population densities and relatively 
aboundant natural resources on the other, testify that the crucial factor, 
common to all underdeveloped areas, lies elsewhere. “Elsewhere” is the wide 
disparities in economic organization and efficiency—in failures of the under- 
developed areas to adopt their technologies to their scarce resources. Popula- 
tion pressure is neither a necessary nor sufficient condition for underdevelop- 
ment. 

Accompanying the assumption of diminishing returns to labor is the further 
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and utterly erroneous one that diminishing returns must inevitably lead to 
diminishing per capita income. This confusing association of these two phe- 
nomena is not uncommon in recent growth literature and has been responsible 
in part for many spurious policy suggestions for proper allocation of inputs. 
The behavior of per capita income clearly depends on the relative rates of 
growth in output and population, and there does not appear to be anything 
general that can be said about this. Underdeveloped areas may well possess 
some of the characteristics of stable equilibria, as Leibenstein says, but it is 
doubtful that the reasons lie in either or both of the assumptions just dis- 
cussed (although it must be noted that he does discuss other reasons). 

As a corollary ef the assumption of diminishing marginal product of labor 
as the labor-capital ratio rises, Leibenstein argues not only that a reduction 
in this ratio will raise labor’s marginal product, but that his theory implies 
maximization of capital per head. However, this alleged implication does not 
follow at all. Even in principle, the behavior of labor’s marginal product with 
respect to reductions in the labor-capital ratio depends, again, on the postu- 
lated shape of the production function(s) assumed. Nor is our experience 
with these relations uniform. At times, output per worker (at least) has in- 
creased faster, and at times more slowly, than capital per worker. On a cross- 
section basis, too, there is no exact correspondence between capital per worker 
and output per worker in different industries. This last suggests what is most 
probable, viz., that output is not the same function of capital stock in all 
projects. 

Leibenstein bases much of this part of his argument on feedback effects 
mentioned earlier. But these are not always fully convincing, and until they 
can be placed on a firmer basis, there is danger that such policy prescriptions, 
ignoring present and known relative resource scarcities and differences in 
production functions, will slow down the rate of per capita income growth, 
or conversely, make growth more costly and apparently more formidable than 
it is.? 

There are other points that raise doubt in a reviewer’s mind, but these are 
relatively minor, and do nothing to impair the conviction that the author 
lends to the critical-minimum-effort thesis. Prospective readers are warned, 
however, to be prepared for a difficult time of it, perhaps unnecessarily so. For 
the book is encumbered by a great deal of effort at abstract analysis that 
seems labored in that much of it contributes only marginally to our under- 
standing of the development process. Characteristic of this is the existence 
of 58 diagrams, all original, but many questionable as aids to the discussion. 
Nonetheless, the book is recommended reading for students of economic 
development. 

D. HAMBERG 

University of Maryland 


?For further criticism of the prescription of maximization of the capital-labor ratio, 
see F. Bator, “On Capital Productivity, Input Allocation and Growth.” Quart. Jour. Econ., 
Feb. 1957, 71, 95-105; and O. Eckstein, “Investment Criteria for Economic Development 
and the Theory of Intertemporal Welfare Economics,” ibid., pp. 65 ff. 
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Prosperity through Competition. By Lupwic Ernarp. New York: Praeger, 
1958. Pp. xii, 260. $5.00. 

This book written by the Vice-Chancellor and Minister for Economic 
Affairs of the German Federal Republic in colleboration with Wolfram Langer 
was published originally in Germany under the title Wohlstand fiir Alle (Pros- 
perity for All). The English version was translated and edited by Edith 
Temple Roberts and John B. Wood. The reason for the change in title is not 
given. Could it be because the word “competition” is likely to evoke a more 
sympathetic response from the competitively-minded American public as 
compared with the German reading public? 

In the words of the author this volume “makes no claim to be theoretically 
systematic, but is meant rather to give to the German people some sort of 
account of progress so far, . . .” (p. 247). That it does, but again not in a 
systematic way. The reporting of German economic progress is interspersed 
with a great deal of economic, political and social theorizing on a popular, 
political-platform level. The book is really a combination of straight economic 
reporting, a vigorous presentation of the importance of the principles of the 
soziale Marktwirtschaft (social market economy) in bringing about German 
economic recovery and an equally vigorous presentation of the importance of 
the Minister for Economic Affairs firstly in establishing the market economy 
and secondly in defending the principles of free economy against the vigorous 
and persistent onslaughts on the part of social democratic and other pro- 
ponents of planned economy and economic dirigisme. 

The story of German economic recovery has been told and retold and the 
book contributes little new. One also looks in vain for some new light on the 
nature of the widely used term “social market economy.” The statement that 
it is merely an application of the principles evolved by the West and aims 
at “overcoming the age-old antithesis of an unbridled liberalism and a soulless 
State control” and at “finding a sound middle way between out-and-out free- 
dom and totalitarianism” (p. x) is generally acceptable as far as it goes, but 
it is not much help in charting the actual course of economic development. 
There is no doubt that the dismantling of national socialist controls, the 
stabilization of currency, and the reintroduction of a relatively free market 
in 1948, invigorated by Marshall Plan aid and the influx of millions of skilled 
workers from the regions to the East contributed greatly to economic recov- 
ery—a story eloquently stated and restated in the volume. The author, how- 
ever, goes too far when he states that the course of German recovery has 
rendered obsolete old laws of the cyclical character of economic development. 
According to the author, seven years are said “to cover the period in which 
recovery, boom, decline and crisis developed, followed by a convalescence 
during which healing powers gathered strength to start the next cycle. It is 
now almost nine years since I became responsible for German economic policy, 
during which time this rigid rhythm has been broken, thus achieving a steady 
upward trend of the economy, linked with full employment and a rising 
volume of goods for sale” (p. 2). The recession in the United States and else- 
where and the gathering clouds on the German economic horizon render such 
a statement decidedly premature. 
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In presenting the statistical data to the American public the translators 
should have used the term billion, the American equivalent of the German 
milliard. In a number of instances milliards are quoted instead of millions 
(pp. 32, 34, 43, 94). 

NATHAN REICH 

Hunter College 


Economic Survey of Europe in 1957. U.N. Economic Commission for Europe. 
New York: Columbia University Press, 1958. Pp. xii, 381. $4.00. 

In its usually lucid manner, the Economic Commission for Europe again 
presents an informative and interesting report. Featured are studies of the 
international trade patterns of European countries, input-output analysis for 
Western Europe, review of manpower and employment trends in Eastern 
Europe, and a survey of recent economic developments on the continent. 

In Western Europe, an increase in three channels of demand, consumption, 
investment and exports, has accounted for the phenomenal expansion of in- 
dustrial production since 1953. The undesirable by-product of this upsurge 
has been a spread of inflation throughout the area with unfavorable effects on 
the balance of payments of most OEEC countries. The year 1957 therefore 
found most of these countries formulating anti-inflationary policies in an 
attempt to protect their price level stability and their international reserves. 
With the notable exception of France, most countries were willing to tolerate 
unemployment and a slowdown in the rate of economic growth in order to 
guard their balance-of-payments position. The necessity of choosing between 
these objectives was made acute by the limitation on the available policy 
instruments. For various reasons, great reliance was placed on monetary 
measures almost to the exclusion of fiscal and direct controls. 

This year’s analysis of economic conditions has benefited from the use of 
input-output models for all OEEC countries combined and for seven indi- 
vidual member countries. The models draw attention “to certain differences 
in the economic structure of several western European countries which are 
relevant to the formulation of policies for maintaining equilibrium in their 
economies” (Ch. 3, p. 1). Demand for resources in the combined OEEC model 
is classified as follows: public consumption, five categories of private con- 
sumption (in the models of individual countries these are lumped together), 
three categories of gross investment, and exports. Resources are shown as 
originating in: agriculture, eight industry groupings, services, imports, and 
indirect taxes minus subsidies. Relationships, such as the import content of 
various components of aggregate demand or the burden of indirect taxation 
borne by components of demand, can thus be studied. 

While the interrelations embodied in the average coefficients are revealing, 
policy formulation can benefit more from marginal coefficients. These are 
estimated for the period between 1950 and 1955 and are shown alongside their 
average counterparts for 1950 (Tables 7 and 16 of Ch. 3). For all OEEC 
members combined, important differences between the marginal and average 
coefficients appear only in the consumption category where between 1950 
and 1955 the shares of industrial output and of import rose while that of 
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services declined. For individual countries differences between the average and 
marginal coefficients are more frequent and pronounced. The predictive value 
of these differences is seriously impaired by the difficulty of tracing their exact 
causes. 

Developments in the planned economies of Eastern Europe were dominated 
in 1957 by an increase in consumer income from higher wages, pensions and 
farm prices, and a slowdown in the rate of economic growth. The increased 
availability of consumer goods, however, did not match the rise in consumer 
income, and because official prices were held down shortages appeared in many 
sectors. A rise in savings somewhat relieved the pressure on the consumer-goods 
market. 

More important than current developments are the changes in the process of 

planning and controls now taking place in Eastern Europe. These include: 
decentralization of economic decision-making and transfer of authority (pri- 
marily in the Soviet Union) from central ministries to regional boards, replace- 
ment of rigid five-year plans by more general directives for 10-15 years, in- 
creased emphasis on international specialization and on integration of economic 
plans within Eastern Europe, and finally, a greater attempt to achieve economic 
efficiency even to the extent of relying on market forces to accomplish it. 
These of course are general trends with considerable variations among coun- 
tries. Yugoslavia (and to a lesser extent—Poland) went farthest in allowing 
production patterns and resource allocation to be affected by market forces. It 
also relies more than other countries in the region on financial and fiscal 
measures, rather than on output controls, for inducing conformity with central 
plans. 
Included in the report is a discussion of demographic and other factors in- 
fluencing labor supply in Eastern Europe. Of particular interest is the descrip- 
tion of employment and manpower planning, designed to assure enterprises 
the manpower needed to achieve output goals. To this end a combination of 
social pressures, administrative measures, and incentives has been employed. 
The labor demand of an individual enterprise is controlled through its total 
wage bill. With wage flexibility on the one hand, and some flexibility of labor 
supply on the other, the plant manager is left with considerable leeway to 
vary his labor force. In addition, long-term assessment of labor resources and 
needs is undertaken centrally. 

The labor markets in Poland, Hungary, Rumania, Bulgaria and Albania 
went through three stages in the postwar period. Up until 1951, they were 
characterized by a growing demand for reconstruction and industrialization 
which was met by abundant labor supply. During the second stage, 1951-55, 
the further expansion of demand began to result in labor shortages. Since 1955, 
the demand for labor has been on the decline because of the slowdown in in- 
vestment activity and reduced availability of raw materials. This decline has 
coincided with an increase in the supply of labor, brought about mainly by 
the reduction in the armed forces and repatriation of refugees from Russia, 
and has resulted in both overt and disguised unemployment. An increase in the 
rate of economic growth would not necessarily be the best solution to the prob- 
lem since in a planned economy investments have no genuine multiplier effect. 
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The volume of employment, “does not depend on the volume of effective de- 
mand, but is rather a function of available resources and adminstrative deci- 
sions as to their utilization” (Ch. 2, p. 43). Thus the present policy of im- 
proving the consumer’s lot is not in conflict with the other requirements of the 
labor market. 

By contrast Eastern Germany and Czechoslovakia have suffered continu- 
ously from shortages of labor, while in the Soviet Union the available size of 
the labor force becomes a factor limiting the growth of the economy. This sug- 
gests that international cooperation in the planning of labor needs may be 
fruitful. 

Newly available data on the pattern of Eastern European trade shows a high 
degree of concentration within the region. The Soviet Union has become a net 
importer of manufactured goods and a net exporter of fuels and raw mater- 
ials, with a reverse situation in the rest of Eastern Europe. Future trade de- 
velopments depend on the willingness of the Soviet Union to continue in its 
present role. But with further industrialization of Eastern Europe, expansion 
of trade with the raw-material-producing nations of the West would appear to 
be increasingly advantageous. 

MorvecHal E, KREININ 

Michigan State University 


Economic Developments in the Middle East 1956-57. New York: United 
Nations, Department of Ecomonic and Social Affairs, 1958. Pp. ix, 163. 
This is the sixth Supplement to the World Economic Surveys prepared each 
year by the U. N. Bureau of Economic Affairs. Following the theme of the 
World Economic Survey of 1957, the Mideast Supplement deals with economic 
forces that have been responsible for inflation in the Middle East. 

Due to the lack of sufficient statistical information the Supplement addresses 
itself to the economic trends in only eight of the Middle East economies. 
An over-all picture of economic development in the area is presented at the 
beginning. This summary is followed by separate reports on the availability 
and use of resources in each individual country against the background of the 
country’s special economic features. More than 30 tables dealing with major 
phases of economic activity in the region are grouped in a statistical appendix 
and briefly discussed at the end of the reports. 

The most discernible single trend in the Middle East economies reported in 
the Supplement is a rise in real gross national product and income during the 
1950-1957 period. The growth of income has been the result of expanding in- 
vestments in agricultural mechanization, improvement in transportation serv- 
ices, and a faster rate of growth in industry and other services. In almost all 
of the region, gross investment has steadily increased and in most cases ac- 
tually surpassed the rate of increase in income. The percentage of gross invest- 
ment out of national product in 1957 stood at a low of 10 per cent for Egypt, 
a moderate 15 per cent for Iran, Lebanon, and Syria, and a high of about 25 
per cent for Iraq and Israel. Due to substantial differences in these coun- 
tries in the availability of resources, aggregate investment, population pressure 
and other economic forces, the increase in domestic product has not been uni- 
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form everywhere. The rate of growth has been greatest in Israel, Syria and 
Lebanon (8-12 per cent annual average) and lowest for Egypt and Jordan, 
with Turkey, Iran and Iraq occupying a middle position (estimated 6 per cent 
annual average). The absolute growth of output, however, has been accom- 
panied by varying rates of increase of population in the region resulting in a 
much smaller rise in per capita real output and consumption. 

The prime mover of development activity in almost all countries has been 
the government. The share of the public sector in the national economies of 
the Middle East has ranged from 15 per cent in the case of Lebanon to about 
50 per cent for Israel. Public expenditures in the entire region have increased 
several times since 1950. The increase in government outlays has been lowest 
for Egypt (150 per cent) and highest for Israel (900 per cent). Outlays for 
development, defense and welfare activities (education and health) have re- 
ceived the lion’s share of government expenditures in all 8 countries. Except 
for Lebanon and Syria, where investment by the government is still a fraction 
of total investment, the development effort and the resulting rise in the na- 
tional product in the rest of the region have been fostered mainly through 
public investments. 

For all countries under review, expanding aggregate demand has outstripped 
domestic resources. As a result mostly of a rapid rise in government expendi- 
tures, wholesale prices and costs of living have moved steadily upward. This 
pressure on the price levels has been accentuated by rapid increases in popula- 
tion and rising industrial wage rates. While the price rise has been steady and 
steep for Israel and Turkey (12-15 per cent annual average) it has been 
much milder for Egypt, Iran and Iraq (2-5 per cent). In almost all countries, 
costs of living have increased faster than wholesale prices indicating in most 
instances the relative inelasticity of supply of domestic products (particu- 
larly food and construction materials), and the relatively higher dependence 
of wholesale prices on world market prices. For the region in general, and par- 
ticularly in the case of countries with a more or less stable wholesale price index 
(Jordan, Lebanon and Syria) the pressure of rapidly rising aggregate demand 
has been alleviated by a large and consistently growing import surplus. 

The excess of annual imports over exports (excluding oil) has been as high 
as 60-80 per cent of total imports for Iran, Jordan, Iraq and Israel. The deficits 
in the balance of payments have been financed by various means: in Iran and 
Iraq by increasing oil revenues and domestic expenditures by oil companies 
plus sizable amounts of U.S. military and economic aid; Jordan, by foreign 
grants and loans, mostly from the United States and Britain; Egypt, by use of 
its large sterling balances accumulated during the second world war; Syria and 
Lebanon, by acquiring foreign private donations, private capital, and some 
foreign aid; Israel, by means of German reparation payments, private dona- 
tion, U. S. aid, and foreign short- and long-term capital; Turkey, by suppliers’ 
credits, U. S. grants and long-term loans. 

What the future holds for the region is moderately bright in the case of 
Iran, Iraq, Lebanon and perhaps Syria. The expected rise in world oil con- 
sumption, ensures Iran, Iraq, and Syria of increasing oil royalties. The threat 
of inflation, however, although not yet imminent in these countries is not re- 
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mote since both the consumer demand and the pressure of private investors on 
domestic resources make themselves increasingly felt. Egypt, Israel, and Tur- 
key, on the other hand, are expected to find the going rough in the next few 
years. Egypt’s sterling balances are being rapidly depleted and unless new 
sources are found for financing imports development activities will have to be 
curtailed. With reparation payments being exhausted and the rate of private 
capital imports slackening, Israel also will find it difficult to maintain its pres- 
ent high standard of living for an increasing population. The consequence of 
increasing public debts and the “irreducible” size of essential imports make the 
future also grim for Turkey. Without a substantial increase in exports and/or 
external aid it is doubtful whether Turkey’s development activities can be 
maintained without jeopardizing further the stability of Turkish currency. 

The Supplement does a good job of assembling under one cover extensive 
and widely scattered information regarding the economies of the region. But 
on the whole, it suffers as much, if not more, from the same shortcomings as 
its predecessors. For the most part, the text provides a broad description of 
some general problems faced by the region and very little analysis of specfic 
conditions and solutions. A good portion of the nontabular information is little 
more than a verbal account of the accompanying statistical tables. Despite the 
experience acquired during the last few years in collecting and interpreting 
data, the quantity and quality of statistical information are improved but very 
little. 

JAHANGIR AMUZEGAR 
Occidental College 


Economic Opinion and Policy in Ceylon. By Henry M. Ottver, Jr. Durham: 
Duke University Press; London: Cambridge University Press, 1957. Pp. 
xiii, 145. $3.50. 

This small volume indicates effective use of a Fulbright year abroad. It is a 
case study, historically oriented, of nationalism at work. Oliver suggests a more 
descriptive title might be: “A Partial History of Nationalist Economics, Eco- 
nomic Ideology, and Development Policy in Ceylon, 1916-1956, with inter- 
pretations and reflections by the author.” 

It does not investigate such standard topics as taxation, monetary policy, 
and labor issues. But the author’s choice of emphasis in studying the Ceylon 
economy is very understandable. More often than not economists come back 
from underdeveloped areas with the conviction that political and social devel- 
opments will have more influence on the economic future of their region than 
economics narrowly defined. 

In what kind of economic world has Ceylon been living, as the Ceylon na- 
tionalist sees it? First, the British colonial government has done wrong by Cey- 
lon in several ways. In the nineteenth century the government took title to wide 
areas of uncultivated hill land in central Ceylon, and sold them to British 
planters. This action seems to Ceylonese critics legalized theft, since the lands 
were something like Europe’s medieval commons—sources of pasture and fuel, 
and potentially areas for expansion of village cultivation. Another charge is 
that taxation took income away from Ceylon, and gave it to foreigners—that 
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is, to British civil servants—in salaries and pensions far higher than those 
received by most educated Ceylonese. A further complaint is that too few Cey- 
lonese were able to get into government work. Finally, a textile quota of 1934, 
discriminating against cheap Japanese imports, aroused indignation. The quota 
looked like “a wealthy country’s decision to thrust part of the burden of its 
own unemployment upon desperately poor Ceylon” (p. 16). 

Second, the British planters and traders seem to the nationalists to have been 
exploiters of Ceylon’s economy, not contributors to it. They are—to a lessen- 
ing extent as political independence has come and Ceylonese have advanced in 
the business world—accused of “monopoly.” Monopoly seems often to mean 
only that all the trading firms used to be, and many still are, British. But some- 
times the term has indicated restrictive agreements. And Ceylonese have felt 
themselves barred from jobs: British managers have held the best paying ex- 
ecutive jobs, and Indian laborers work on the tea and rubber estates. Here the 
threat is to Ceylonese culture and national existence, as well as to Ceylonese 
livelihood. 

A dash of Marxist theory readily transforms these criticisms into a picture 
of British “colonial capitalism” systematically exploiting the land. Britain, and 
the West in general, have gotten raw materials cheaply in Ceylon, sold manu- 
factures dearly, and invested profitably. They discourage and seek to block 
Ceylonese enterprise and national economic development—for example, by ty- 
ing government aid to agricultural programs, and by having foreign capital 
enter Ceylon in order to choke off domestic industrial growth. 

Through what policies will Ceylon achieve economic advance? In general, 
Oliver finds Ceylon opinion growing more interventionist and equalitarian as 
time has gone on (pp. 35-36). The following are sample views of the past three 
decades. In the 1920’s, Japan was considered a model, and Japanese experience 
earned frequent enthusiastic references. The government’s obligation was to 
supply Ceylonese investors with necessary funds, whose lack was the chief 
block to Ceylon’s economic growth. Legislators also demanded government 
support of research, training of management, and protection from foreign 
competition (pp. 93-94). A Banking Commission report of 1934 urged new 
industries to cater mainly to the home market, and to insulate the 
economy from the vagaries of foreign markets. In the late ’30’s, an influ- 
ential adviser urged cottage industries as the normal and desirable next step in 
Ceylon’s progress. In 1946 an Executive Committee of Labour, Industry, and 
Commerce urged the development of manufacturing industry, and recom- 
mended that “basic” industries should be state monopolies (pp. 98-99); but 
the able Minister of Industries Vaithianathan later argued that “successful 
state enterprise requires harsh compulsions,” and that “in a democracy, state- 
owned and state-managed industries do not prosper” (p. 103). Economist 
Gamini Corea in 1950 urged opening up unused lands as an obvious way of 
cutting food imports and so freeing funds for import of capital goods. Econ- 
omist Das Gupta of the Central Bank and University stresses the island’s 
lack of enterpreneurship as a major obstacle to growth. 

The political left has furnished the most consistent support for rapid indus- 
trialization. N. K. Sarker was in 1951 confident that “a resolute government 
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could achieve rapid development and that industrialization was the most effec- 
tive road to higher incomes” (p. 108). Trotskyist leaders Colvin de Silva and 
N. M. Perera reasoned that the farmer must sell his surplus to an industrial 
population; and communist Pieter Keuneman approved of Sarker’s argument 
that surplus agricultural labor could supply the real resources needed for in- 
dustrialization. 

In its campaign platform of 1956 the present governing coalition urged na- 
tionalization of all essential industries, “including foreign-owned plantations, 
transport, banking, and insurance,” and administration by the state of all key 
industries. But the new government has been very cautious about implement- 
ing its program. °* 

What has been the effect of nationalist sentiment and of government poli- 
cies on Ceylonese incomes? Oliver is cautious, but clearly feels that on net 
balance the effect has been injurious. “Nationalist sentiment has raised income 
only through its favorable effects on Ceylonese ambition and efforts. Restric- 
tionist policies which nationalism has demanded probably have on balance 
lowered Ceylonese incomes somewhat, and foreign investors’ fears of an un- 
certain future have been distinctly unfavorable for the Island’s economic ad- 
vance. The Government’s industrial ventures have not to date amassed an im- 
pressive record, but questions of social costs and possible infant industry 
gains are especially tricky. Agricultural ventures must have added substan- 
tially to national income, but a somewhat different allocation of the resources 
employed may well have added more. . . . Heavy welfare expenditures have 
slowed capital formation” (p. 129). 

A fervent nationalist might or might not accept these evaluations. But even 
if he did, he might still judge Ceylon’s policies a success. He would place a 
high social value on replacing foreign managers and employees with Ceylonese, 
and on the progress made toward insulating Ceylon’s economy from depend- 
ence on imports and on export markets. 

Oliver’s book is carefully written, well documented, and moderate in state- 
ment. It gives, within its range of coverage, a responsible economic evaluation 
of Ceylon’s policies. 

THEODORE MorGAN 

University of Wisconsin 


Studies in Economic Development, with Special Reference to Conditions in 
the Underdeveloped Areas of Western Asia and India. By ALFRED BONNE. 
London: Routledge & Kegan Paul, 1957. Pp. x, 294. 32 s. 

Dr. Bonné writes out of his long experience in the Middle East where he is 
professor at the Hebrew University, Jerusalem. He personally believes that 
there is an “urgent necessity to generate economic progress by well co-ordi- 
nated measures of national and international policies, without relying on 
‘infectious trends’ of economic activities and without infringing upon the sover- 
eignty of national governments” (p. 7). His advocacy of sponsored develop- 
ment is the keynote of the first chapter. This is followed by international com- 
parisons of population, income, and consumption, grouped under the heading, 
“Measure and Challenge of Inequality.” 
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In the remaining three-fourths of the book, entitled “The Move towards 
Adjustment,” the subjects considered are: the role of incentives, the industrial 
and agricultural sectors, land tenure problems, and development finance. 
Bonné calls the theme of these chapters an assessment of the “prospects” for 
development. A theory of the initiation and maintenance of development ap- 
plicable to present-day underdeveloped countries is outlined in the last chap- 
ter. There is an appendix on resistances to economic change imposed by social 
and political institutions. 

The book’s main task of considering the “prospects” for development is 
never clearly defined. Nevertheless I have understood the author to be infer- 
ring the direction and pace of development in the Middle East and India 
from published empirical materials. The treatment suffers in some cases be- 
cause data is unavailable or apparently unknown to the author, and in other 
cases because he moves so rapidly from one complex multiple-country problem 
to another that space is inadequate for proper presentation or consideration of 
data. Consequently the main chapters are loosely organized collections of in- 
formation about economic and policy trends interspersed with theoretical pro- 
positions and even policy proposals with little connecting analysis. The author 
appears to know more about the noneconomic aspects of the subject than most 
economists, but this strength is obscured by the faults just mentioned. Econo- 
mists will find in this work an excellent example of the perils of attempting 
too much in a field where the empirical materials and theory are as underde- 
veloped as the countries themselves. 

The principal value of this book is its exposition, in the final pages, of a 
theory of development held implicitly by many economists and policy-mak- 
ers in the region. It begins with a conventional definition of development as an 
increase in output and consumption per capita, an increase in the proportion 
of the population employed, and an “improvement” in income distribution. 
Stagnant communities are transformed into developing economies by “im- 
planting” new incentive mechanisms, techniques, institutional arrangements 
and public policies. The “implanting” agent is the government. Private car- 
riers of economic change are ruled out for contemporary underdeveloped coun- 
tries. Governments are compelled to assume this role by nationalistic forces 
which demand economic reorganization. Even governments that are closely 
controlled by interests which will be upset by development will initiate some 
economic expansion within the definition of economic development. 

As an economist, I cannot say whether this expectation about the goal- 
choices of governments is justified. As an individual, however, I am skeptical. 
In the cases of India and Pakistan, for example, the adoption of genuine de- 
velopment goals—not the mere aggrandizement of special interests—has been 
associated with broadening the base of political power. Where that has lagged, 
as in Pakistan, so has the adoption of development goals. Even where appropri- 
ate goals are given, it has yet to be shown that the crucial economic changes 
are initiated exclusively or even primarily through the agency of government. 
Bonné should be encouraged to elaborate his theory and, if possible, to offer 
evidence of its consistency with experience. 

FREDERIC C, SHORTER 

Princeton University 
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Fomento—The Economic Development of Puerto Rico. By W1L.1AM H. STeap. 
Washington: National Planning Assoc., 1958. Pp. 150. $2.00. 

One of the most interesting economic development experiments is in prog- 
ress in Puerto Rico. The present volume, which is a study of the techniques 
used in that experiment, is one of a series of works sponsored by the National 
Planning Association in the general field of economic development. 

Mr. Stead notes the change in the nature of the Puerto Rican development 
effort since the second world war, the shift from a program based largely on 
government investment to one of enticing private investors, expecially from 
the United States mainland, to carry the principal burden of industrialization. 
The success of the program is shown by the fact that by the end of 1957 a net 
of 448 new industrial plants had been established in the island. 

The author points out that the Puerto Rican government since the war has 
sought to use its funds as a “catalyst.” It has provided sources of external 
economies which previously did not exist, but which manufacturing firms need, 
e.g., transport, electric power and housing facilities, as well as education and 
health services. The government has also undertaken the construction of a 
number of factory buildings which it has then leased or sold to private enter- 
prisers. It has loaned money to some firms. Finally, it has provided a wide 
range of services, such as the training of workers, technicians and managerial 
personnel, market surveys, and aid in establishing necessary business connec- 
tions for new enterprises. 

The fundamental purpose of Stead’s study is to draw conclusions concern- 
ing the applicability of the Puerto Rican formula of development for other 
countries in a similar situation. He feels that Puerto Rico’s access to the Uni- 
ted States market, participation in the legal and judicial system of the United 
States, and its opportunity to share the economic and political climate of this 
country are the unique factors in the Puerto Rican experience. However, he 
concludes that these are largely offset by the fact that Puerto Rico has fewer 
resources available for development than most underdeveloped countries. 

Stead feels that there are nine aspects of the Puerto Rican situation which 
are “transferable” to other countries. These include the policy of putting prin- 
cipal emphasis on private investment and using government funds mainly to 
promote such investment; the provision of profitable conditions, including tax 
relief, to encourage private investment; “intensive and well-managed promotion 
programs .. . to secure new industries”; the provision of land and sometimes 
buildings to interested entrepreneurs; an “excellent service program” to help 
industries get started; the use of government corporations instead of govern- 
ment departments to handle the state’s share of the development program; 
the policy of providing “supporting activities” such as roads, power, ports, 
public utilities and so on; “effective central planning”; and “able and honest 
government administration.” 

This reviewer believes that Stead has tended to underestimate the role 
which access to the United States market has played in the Puerto Rican de- 
velopment effort. Without this factor, most of the others cited would certainly 
not have been so effective. Most of the industrial plants built in Puerto Rico 
have been to serve the continental market. Only very recently has the program 
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evolved sufficiently to permit relatively important projects for serving Puerto 
Rico’s own needs. However, Stead has certainly written the most succinct and 
in many ways the most interesting study of the widely publicized Puerto Rican 
development program. 
Rosert J. ALEXANDER 
Rutgers University 


Statistical Methods; Econometrics; Social Accounting 


Input-Output Analyse. By Hetnz Pratt. Meisenheim/Glan: Anton Hain Kg, 
1957. Pp. 121. DM 16; paper, DM 14. 

This little book gives a compact but readable account of the present state of 
input-output analysis. It summarizes essentially the American literature, al- 
though a number of German works are also considered. Incidentally, the 
author with the longest list of relevant publications listed in the bibliography, 
is not Leontief but Hans Peter, presumably the person under whose super- 
vision this book was written as a thesis. 

After some methodological reflections customary in continental books of this 
kind, the author quickly gets down to a survey of the principal types of Leon- 
tief systems—closed, open, static, and evolutionary (Part I). Part II examines 
the theoretical foundations of input-output analysis. The author considers Leon- 
tief models first as an extension of Walrasian equilibrium analysis with pro- 
duction characterized by fixed technological coefficients. He proceeds to a 
closer examination of the concept of fixed input coefficients and of the assump- 
tions on which they may be justified. This turns in particular on the famous 
substitution theorem of Samuelson which says that the optimal technological 
choices are made by the market once and for all independently of the produc- 
tion program, provided that there is no joint production and that labor is the 
only scarce factor. The author seems to have missed the essential point, 
namely, the invariance of the technological coefficients implied by the theorem. 
His own interpretation, that the Samuelson theorem merely makes an ex post 
statement, would lend rather poor support to using the same technological co- 
efficients ex ante for predictions based on a new bill of goods. 

The third part of the book, “Applications: Their Basis, Possibilities and 
Limitations,” does not live up entirely to the ambitious wording of the title. It 
would have benefited by a substantive discussion of the empirical findings of 
input-output analysis and by a critique of the estimation method from a more 
properly econometric point of view. 

This book does not pretend to make an original onntetinn or even to ar- 
rive at an independent evaluation of input-output analysis. Its principal merit 
is that of providing an interesting, clear, and fairly complete exposition of the 
technique of input-output analysis. 

MakrTIN J. BECKMANN 

Cowles Foundation for Research in Economics 

Yale University 
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Economic Systems; Planning and Reform; Cooperation 


Wirtschaftssysteme des Westens (Economic Systems of the West). Vol. I, 
Belgique, Denmark, Great Britain, Japan, Niederlande, Oesterreich, Span- 
ien, Schweden. Edited by RupotpH Fret. Basel: Kyklos-Verlag; Ti- 
bingen: J. C. B. Mohr (Paul Siebeck), 1957. Pp. 247, DM 22.-; paper 
DM 18.-. 


The general approach and methods of this symposium are similar to those 
heralded, a century ago, by the historical school of economics and further re- 
fined by the adherents of economic institutionalism about three decades ago. A 
common denominator is the assumption that old and worn out economic 
theories cannot be successfully replaced with new ones without an elaborate 
empirical exploration of pertinent economic institutions, behavior and develop- 
ments. Even the wording used in the editor’s preface to this volume is obvi- 
ously reminiscent of those earlier periods of economic thought. 

Are the classical and neoclassical theories of monopoly, oligopoly, imperfect 
and monopolistic competition adequate to deal with the “new competition” 
based on “countervailing power” in the recent struggle between new “giants” 
of sellers and buyers? Have relevant American developments been duplicated 
by similar phenomena in other industrialized countries of the West? These 
two problems are the starting points of the symposium, and their formulation 
reveals the influence of ideas of J. K. Galbraith. In 1955, Calvin B. Hoover 
stated the problems in the form of 15 questions relating to shifts toward a 
more or less “directed economy.” In particular, his questions pertained to the 
nationalization, cartelization and other forms of concentration of industries, to 
governmental price, subsidy, wage, saving, investment, employment and na- 
tional self-sufficiency policies, and to changes in the forms of competition, in 
the control of corporations by stockholders, in the inequality of the income 
distribution, in the size of social security benefits and in the proportion of na- 
tional income flowing through governmental budgets. 

On the basis of Hoover’s formulation of the questions, and with the support 
of The Twentieth Century Fund and The List Society, a questionnaire was 
sent to economists of 16 countries with the request that they submit their an- 
swers in the form of articles; half of the resulting papers constitute this 
volume. It is planned to publish the other half later; these will deal with Can- 
ada, Finland, France, Western Germany, Italy, Norway, Portugal and Switzer- 
land. 

The eight articles of the first volume—four in English, three in German and 
one in French—reveal considerable variety with respect to the authors’ adher- 
ence to the questionnaire. The two extreme cases are the articles on Denmark 
(by Bjarke Fog) and Austria (Wilhelm Weber). While the former strictly 
follows the questionnaire to the extent of repeating all of its 15 questions, the 
latter disregards and replaces them with a different approach to the examina- 
tion of the classical free-competition model. Ranging between these two ex- 
tremes, the articles on Belgium (Valéry Janssens), the Netherlands (C. Goed- 


“The Relevance of the Competitive Laissez-Faire Economic Model to Modern Capi- 
talistic National Economics,” Kyklos, Vol. 8, 1955, pp. 40 ff. 
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hart, J. F. Haccou, P. Hennipman, J. H. van Stuyvenberg) and Spain (Higinio 
Paris Eguilaz) excel by offering useful statistical and descriptive materials 
grouped according to the economic structure of the countries concerned. The 
articles on Great Britain (G. C. Allen), Sweden (Hugo Hegeland) and Japan 
(Gen-ichi Abe and collaborators) also belong to this intermediate range and 
display some analysis of national-income, behavioristic and historical relations, 
respectively. 

The contributors’ task was to concentrate on developments from 1939 to 
1956. Their efforts result in a substantial amount of useful information with 
regard to particular data, events and institutions. At the same time, they are 
cautious in making definite statements on over-all trends of development. 

Nevertheless, three groups of countries can be distinguished with respect to 
trends. The articles in the first group emphasize that efforts have been made to 
maintain the pattern of free competition. Belgium, Denmark, Austria and the 
Netherlands, approximately in this sequence, have successfully participated in 
such efforts, although governmental economic interference has been more or 
less significant and partially growing in them. The second group comprises 
Great Britain and Sweden. They display fairly developed systems of central- 
ized economic guidance and only weak attempts to defend private-enterprise 
freedom. Spain and Japan belong to the third group, stressing even more com- 
prehensive governmental planning on the basis of nationalist traditions. Inci- 
dentally, articles on the still substantially agrarian Spanish and the Far-East- 
ern Japanese economies appear out of place in this symposium on industrial- 
ized countries of the West.’ 

The total impression of the reader will be that the economic policies scru- 
tinized reveal more and heavier shifts toward governmental economic planning 
than toward freedom of private enterprise. Yet, it must be understood that 
conclusions should be carefully restricted not only as to the eight countries and 
two decades but also in view of other limitations of the questionnaire con- 
cerned. Its scope includes essential endogenous economic relations of mater- 
ial production, distribution and consumption, and even some political aspects. 
However, a fundamental analysis of the relevant ethical, sociological and other 
exogenous ideological bases could obviously lead to different conclusions. 

THEO SuURANYI-UNGER 

Syracuse University 


Tsenoobrazovanie v promyshlennosti SSSR (Price Formation in the Industry 
of the USSR.) By D. D. Konprasnev. Moscow: Gosfinizdat, 1956. 


Pp. 175. 

This little book is a sample of the attention which Soviet planners are now 
giving to the role of prices in their economy. The postwar period has seen 
increased experimentation with price changes, and in just the past year 
Soviet journals have entertained a fairly open debate on the “law of value” 
and the nature of the price system which this law implies for the Soviet sys- 
tem. Kondrashev’s book, like the discussion in general, has done little to 
clarify the issues of price formation, but it contains much material on Soviet 
thought and practice in an obscure area. 

Kondrashev’s discussion of retail pricing is quite good. He explains clearly 
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that the main task of price setting here is to establish stability in the con- 
sumer goods market. Given a total sum to be collected from the population 
through consumer-goods prices, the proper approach is to forget about costs 
and to set individual prices in accordance with demand. Kondrashev fails to 
understand that the resulting heterogeneity in cost-price ratios implies some- 
thing about long-run output adjustments (incidentally, Marxist concepts are 
neatly adapted to demonstrating the desirability of such adjustments in 
Akademiia Nauk SSSR, Voprosy ekonomiki, planirovaniia i statistiki, Mos- 
cow 1957, pp. 405-19), but his straightforward explanation of the relation 
of consumer-goeds pricing to the diversion problem is a great improvement 
over the usual obscurantism with which this subject is discussed by Soviet 
authors. 

In dealing with producers-goods pricing, Kondrashev is much more clumsy. 
The western conception of prices as indices of cost and value which permit 


the integration of partial optimizations with an over-all maximum is outside - 


the ken of Soviet economists. Their Marxist legacy almost precludes it, and 
the Soviet institutional setup is not one in which prices could practically 
serve this conception. Kondrashev shares this debility and so his critique of 
Soviet price formation is correspondingly weak. He develops answers for only 
the simplest problems of price setting, as for instance in the case of raw 
cotton pricing. The base price for cotton is supplemented with bonuses for 
increased yields. These bonuses are very large, amounting in the highest 
yield category to twice the base price. At the same time the producers are 
docked for trash in the cotton, but only at the base price. So producers whose 
yields put them in the bonus brackets add a liberal increment of trash to 
their cotton, for which they are docked once and paid thrice. He sees that 
this price scheme is not conducive to economic rationality, but when con- 
fronted with more complex problems, he is helpless for want of a theoretical 
apparatus. For instance alcohol is produced in the Soviet Union from a 
variety of raw materials—grain, potatoes, molasses, all of which can be 
utilized elsewhere in the economy. Because of peculiarities in pricing the raw 
materials the cost of alcohol varies greatly depending on the raw material 
used. Alcohol is sold to a variety of users—as a solvent, as a raw material in 
the chemical industry, and for human consumption. The price varies according 
to the buyer—high for vodka, but cheap for the chemical industry, so that 
the price of tires will not be “too high in relation to other parts of the automo- 
bile.” So the profit or loss of an enterprise depends mostly on what raw ma- 
terial it uses and where its output is sold. Using the simple concepts of mar- 
ginal cost and marginal productivity, any student of bourgeois economics could 
suggest a satisfactory set of prices in this problem, but the Marxist professor 
struggles helplessly. 

But no one expects price analysis to be the forte of a Marxist economist, and 
the main interest of the book lies elsewhere. For one thing, Kondrashev tells 
us a great deal about the administrative details of price fixing, and the history 
of price policy in general and in particular industries. 

The book is also interesting for what it betrays about the preoccupations 
of those who control price formation. Kondrashev’s main objective for a 
“good” price system seems to be to cover costs and also earn a small profit for 
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all producers. This objective is not drawn from any understanding of the rela- 
tion of prices and rationality, but is rather to serve the narrower expedient of 
khozraschet, to make enterprises dependent on their revenues from sales, and 
to create a presumption that any enterprise making a loss is poorly managed. 
Somehow this is supposed to strengthen the hand of the controllers in forcing 
the managers to do their best. The mechanism of this effect is not explicitly 
explained, but there is some interesting discussion of the administrative diffi- 
culties of controlling a subsidy program. Even when a subsidy is given in the 
form of a fixed amount per unit of output (which in some ways is no different 
from raising the price) managers apparently find it relatively easy to get sub- 
sidies larger than planned. So they lose interest in efficiency and compensate 
wastefulness at the public trough. 
Ropert W. CAMPBELL 
University of Southern California 


The Development of the Soviet Budgetary System. By R. W. Davies. New 
York and Cambridge, Eng.: Cambridge University Press, 1958. Pp. xxi, 
373. $8.50. 

The book under review consists of three parts: (1) Revolution and Civil 
War, 1917-20; (2) The Mixed Economy, 1921-29; (3) The Planned Econ- 
omy, 1930-41. 

Undoubtedly, this is the only work on the Soviet budget in Western litera- 
ture that analyzes the subject so exhaustively. Two valuable characteristics of 
the book are noteworthy. To the author, the Soviet budget is not limited to 
income and expenditures. Dr. Davies evaluates the Soviet budget as a state 
financial plan, and on this basis he presents a picture, on the one hand, of the 
relationships between the budget and the individual branches of industry, 
and on the other hand, the relationship between the budget and the state plan 
throughout the Soviet period. The second valuable characteristic of the book 
is its objectivity. The author does not present an evaluation of the Soviet 
budgetary system and of the budgetary policies. He presents all the necessary 
data, and rightly leaves the evaluation to the reader. This objective picture 
would be particularly useful at the governmental level, where an attitude of 
wishful thinking often determines the analysis and interpretation of the Soviet 
economy. 

Davies correctly stresses that the absolute centralization of the Soviet finan- 
cial system was the logical result of the policy of forced industrialization. 
However, this statement is only correct for the past. Recently the system has 
been altered substantially, and it would now be incorrect to examine the 
centralization of Soviet financial and planning systems solely as an integral 
part of industrialization. On pages 329-32 Davies lists the measures of the 
Soviet government, starting with 1953, whose adoption considerably weak- 
ened the policy of centralization of Soviet finances. At present the decen- 
tralization of finances and planning, in connection with the recent reor- 
ganization of the industrial administration has progressed considerably, al- 
though the Soviet government has not rejected the policy of forced in- 
dustrialization. In other words, the Soviet government has entered into a 
stage of economic development in which the basically unchanged goals of 
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industrialization may be reached without extreme centralization in the fields 
of budgetary and financial planning—so important during the initial stages 
of industrialization. In this connection it is important and appropriate to 
stress that for a long time we underestimated the flexibility and potentiality 
of the Soviet economy. 

In the beginning of the concluding chapter, “The Budgetary System in 
Perspective,” speaking of the Soviet budget during the second world war, 
Davies had a wonderful opportunity to demonstrate the military character 
of the Soviet budget during peacetime. This may be clearly illustrated by 
the fact that during the war, while the budgets of the United States and Great 
Britain increased many-fold, the Soviet budget did not even double. 

It is unfortunate that Davies did not have the opportunity to cover the 
more recent developments of the Soviet economy and budgetary system with 
the same perception and detail as for the earlier period. Nevertheless the 
reader will find here all that is necessary for understanding the distinctive 
features of Soviet finances and budget under the conditions of a planned 
economy in the various stages of its development. Anyone interested in the 
Soviet economy can not afford to by-pass this valuable book. 

T. Sosnovy 

Library of Congress, Washington, D.C. 


Business Fluctuations 


First Report. By the Council on Prices, Productivity and Incomes. London: 
Her Majesty’s Stationery Office, 1958. Pp. iv, 75. 2 S. 

This Council, appointed in August 1957, to report “from time to time” on 
the economic state of Great Britain, is composed of Lord Cohen (chairman), 
Sir Harold Howitt, and Sir Dennis Robertson, who is reputedly the drafts- 
man of this first report. It begins with a brief factual review of the postwar 
years. In general the British economy has performed well, showing an in- 
crease of goods produced in all but two years; but the rise of prices at 4 to 
5 per cent per annum since 1946 is wholly without precedent in peacetime 
during the past century. The extra sum of money paid out in 1956 com- 
pared to 1946 because of higher prices went one-half to wages and salaries, 
a fifth each to profits and to import prices, and one-eighth to indirect taxes. 
Wages rose more rapidly than salaries. From 1938 to 1956 the total wage 
and salary bill rose by one-half; the total amount paid out in dividends fell 
by one-fourth. Production rose at 3 per cent annually. 

The phenomenal rise of prices and money incomes over the decade 1946- 
1957 has been caused by an abnormally high level of demand, and this in 
turn is ascribable to the effort in the early postwar years to restore levels of 
consumption and to improve the social services; with Korea, to build up 
armaments; and latterly, to execute large schemes of capital development. 
Imports have not contributed to inflation since 1951 nor has the increase 
of money wage rates seemed to be the crucial factor. 

Answering next the question as to how the value of money should be- 
have, the report argues that inflation should be stopped, not merely mod- 
erated. Special circumstances, such as a rise in the cost of imported food or 
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materials, may necessitate breaching the rule. But Britain is too much de- 
pendent on export markets to be able to tolerate an upward drift of prices 
and costs. Indeed, there is much to be said for a policy of falling prices with 
technical progress. 

As a means of damping down demand, monetary policy can “play an es- 
sential though not an omnipotent part.” The Council expresses the convic- 
tion that monetary policy should and can eliminate the last and most ex- 
pensive units of output without producing a drastic check to production. 
And, despite the fact that continuous growth of investment is a desirable 
objective, there are certain limits which cannot be exceeded without infla- 
tion. In some quarters it is argued that, if private investment is to be cur- 
tailed, it should be done in a “selective” manner; but the practical objec- 
tions to direct controls are very great. 

The application of measures to restrain the intensity of total demand im- 
plies, with regard to labor, the following: reduction of overtime, some with- 
drawal of married women from the labor market, and some increase of un- 
employment. It implies also some decline in wage demands in the long-run 
interest of employment and standards of living. Part of the benefit of in- 
creased productivity should go to lower prices. If wages are always raised 
in every case of increased productivity to the full extent of the gain, the 
combined pull of these higher incomes on other prices and the push from 
the imitation of the higher wages will produce general inflation. In conclu- 
sion, the report expresses scepticism concerning the efficacy of price controls, 
cost-of-living subsidies, and the limitation of dividends to curb inflation. 

The report of Lord Cohen’s Committee is a model of lucid argument, per- 
ceptiveness and relevance, and economy of word and number. Including the 
statistical appendices, it is 75 pages in length; but its quality puts it in a 
small list of classics such as the Bullion, Macmillan, and Douglas reports. 
Congressional Committees, Federal Reserve, and Monetary Commissions in 
the United States might note that reports running to hundreds and thou- 
sands of pages are not always valuable in proportion to length. 

The virulent attack on the report and its authors by representatives of the 
Labour Party is difficult to understand in view of the express disowning of 
the theory that the inflation can be ascribed directly and simply to a wage 
push. The “three wise men” of the Council may safely ignore these strictures 
and proceed in subsequent years to further demonstrations of their skill in 
the fine art of applied economics. 

Howarp S. ELtis 

University of Bombay 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 
Changes in Monetary Policy and Their Consequences. By Otto Vett. Frank- 
furt on Main: Fritz Knapp, 1957. Pp. viii, 215. DM 13,20. 
This largely empirical study is concerned with changes in monetary policy 
which have resulted from the recognition of the limits of interest-rate policy 


| | 

| 
| 
| 


BOOK REVIEWS 1041 


as a curb on the demand for credit, and the consequent shift to control of 
the supply of credit in the inflationary decade from 1946 to 1956. 

The work has three major divisions. Part I summarizes those basic 
changes in the economies of most western countries which bear upon this 
shift from what the author calls “pure discount rate policy” which aims at 
the ultimate debtor, to “liquidity policy” which is directed at the banking 
intermediaries. The list is familiar: the increased use of deposit money, the 
use of monetary policy to insulate the domestic economy from undesirable 
external trends related to the abandonment of the automatic gold standard, 
and the greatly increased share of government in the national income of 
most countries. While these changes make strong central-bank action im- 
perative, the reduced importance of interest qua cost makes it difficult to 
pass on to ultimate borrowers the effect of central-bank action. Veit recog- 
nizes the interest-sensitivity of construction and inventory investment, but 
he concludes that the fiscal neutralization of interest costs under current tax 
structures makes for a highly inelastic total demand curve on balance. The 
seeming paradox emerges that, while the effect of interest costs on the de- 
mand for credit has diminished and has thus caused a shift of emphasis to 
control of the credit supply, the central bank achieves such control by acting 
on the liquidity of the commercial banks, and here the chief instrument is 
none other than the interest rate. The other general tools of credit control 
are used in essence to make the official discount rates directly or indirectly 
effective. 

Part II provides an analytical account of the success of central-bank policy 
in West Germany, the United Kingdom, the United States, Switzerland and 
Sweden in controlling the size of the money supply, while Part III details 
the performance of the German banking system in the period under study. 
Critics of the failure of American monetary policy to more fully curb infla- 
tion in this decade may derive some small comfort from the account of 
European policy. In both West Germany and Switzerland, the domestic in- 
flation has been fed since the early fifties by a persistent balance-of-payments 
surplus and a high level of government-supported construction activity. Be- 
cause of a shortage of marketable securities, the German Bank deutscher 
Lander was able to engage in effective open-market operations to support 
its restrictive discount-rate policy only toward the middle of 1955 and had 
to resort to the use of “rediscount quotas” and other broadside measures to 
shrink the size of the money supply. The Swiss national bank in this same 
period was restricted to the use of discount-rate changes, but since the offi- 
cial discount rate remained unchanged from 1936 to 1956 (partially to pre- 
vent an increase in the level of mortgage rates), this tool was more theoreti- 
cal than real. The Swiss federal government has instead sterilized its budget 
surpluses periodically and has acted with the national bank to sterilize part 
of the gold influx. (Cf. J. Amberg, Die Politik’der Schweizerischen National 
bank, Winterthur 1954, for the peculiarities of the Swiss situation.) 

In Britain and Sweden the cheap-money situation reflected official policy 
favoring full employment and was altered only slowly. The British shift to 
tighter money began in 1951 but was not fully effective until 1955 al- 
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though reinforced by forced funding, the use of a high minimum liquidity 
ratio, selective credit controls and the traditional advantage which the Bank 
of England has in its exercise of moral suasion. Sweden kept interest rates 
low and the money market liquid via open-market purchases and simul- 
taneously sought to neutralize this liquidity by strict reserve requirements 
and drastic profit taxation. The abandonment of this contradictory and un- 
successful course in 1954 gave somewhat more scope to discount-rate policy. 

Veit concludes that where persistent efforts were made, central banks were 
successful in applying pressure to bank liquidity and in thus containing the 
inflation of the money supply within narrower limits. What is not con- 
sidered in this analysis are the broader problems confronting money man- 
agement—what can be called the internal and external limits of monetary 
policy. The former refers to the inability of central banks with the use of 
present tools to get at such complicating factors in the monetary situation 
as the behavior of velocity and the operation of the nonbank financial in- 
termediaries. The author’s concentration on M to the exclusion of V makes his 
analysis of the period under review incomplete at best. What may be called the 
external limits refers to the inability of monetary policy to control the total 
economic situation without the cooperation of intelligent fiscal policy. Rele- 
vant papers presented at the last meeting of the American Economic Asso- 
ciation (published in this Review in May 1958) would furnish a useful 
addendum on these points. 

Despite these limitations, the book provides a skillful, compact summary 
of recent monetary history-in the countries analyzed. This is a work which 
might well serve as supplementary reading in any money and banking 
course, providing as it does a more sophisticated and detailed account of 
foreign monetary developments than is usual in most texts for such courses. 
There is no index and the translation is at times quite literal, but the presen- 
tation is on the whole clear and straightforward. 
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ANNA B. DUTKA 
New York City 


The Monetary and Fiscal Policy of India. By K. C. Cuacxo. Bombay, India: 
Vora & Co., 1957. Pp. xiv, 386. $4.50. 

The presence of highly developed monetary institutions and almost uni- 
versal scarcity of credit is a familiar paradox to students of underdeveloped 
economies. This situation is explained historically by concentration of west- 
ern banking facilities catering to export requirements in the exchange sector 
and neglect of developmental possibilities in the broader subsistence sector 
of such economies. Nevertheless, such an environment affords unique op- 
portunity for fruitful study of the relevance of western-oriented monetary 
policies to problems of developing economies. This the author of this vol- 
ume has attempted to do for India, which in many respects has become a 
model for assessment of current developmental schemes. Unfortunately, while 
assembling much pertinent information on Indian monetary and banking 
institutions, the book fails to provide much in the way of interpretative in- 
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A basic difficulty is that the title promises too much. Approximately three- 
fourths of the volume is devoted to a painstaking historical and legal descrip- 
tion of the Indian money market, Reserve Bank of India, commercial bank- 
ing structure, internal and external aspects of the monetary system, coopera- 
tive banks and rural credit problems, wartime finance, and financial aspects 
of the two five-year plans. While much of this is undoubtedly necessary 
background material, it seems disproportionate in view of the author’s 
avowed purpose of investigating the type of monetary policy most appro- 
priate to the Indian planning goals of maximum production and equitable 
distribution. Indeed, most of what he has to say on this question (fiscal policy 
occupies a minor role in the discussion throughout) is confined to part of a 
single chapter. 

Essentially, his prescription is for the monetary authorities to assure a 
sufficient flow of cheap money for productive purposes as determined by the 
Planning Commission. The Reserve Bank, which is the key to his entire 
program, is called upon to adopt a more flexible bank (discount) rate policy, 
although flexibility seems desirable only in a downward direction. The 
author is doubtful as to whether an increase in the existing 314 per cent rate 
would actually help check inflation. He advocates selective credit controls 
as a means of resolving the conflict between monetary requirements of 
growth and the attendant short-run inflationary dangers. However, the 
analysis suffers from his failure explicitly to distinguish between these two 
situations. 

Throughout the volume, the author seems to leap to hasty conclusions, 
without support of adequate or logical analysis. Thus, Britain’s commitment 
to domestic full employment indicates her inability to maintain future 
exchange-rate stability and calls for India’s withdrawal from the sterling 
bloc. Deficit financing need not be inflationary in India since the marginal 
productivity of capital is higher than in industrially developed countries 
(the sole evidence cited being the 18 per cent actual increase in national 
income during the first plan as compared with an expected 11 per cent in- 
crease!). Moreover, the reader is often left with the assertion of some cited 
authority as the ultimate word, with no further discussion by the author. It 
is a pity that he has not been able to utilize more effectively the high- 
quality statistical and documentary materials that obviously exist in his 
area. 

SHELLEY M. Mark 

University of Hawaii 


Money and Banking. By the Committee on Money and Banking. New 
York: Pitman Publishing Corp., 1957. Pp. xix, 588. $6.00. 

This book, a unique experiment in textbook writing, has given writing ex- 
perience and encouragement to many economists. Fifty-nine teachers of 
Money and Banking were selected to plan and write the text cooperatively. 
The authors, who with the exception of two, had previously published little 
or nothing, were primarily drawn from privately endowed colleges and 
teachers colleges. By means of questionnaires directed to the 59 co-authors 
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the scope of the book was determined. Each chapter was outlined and 
written by a committee of two or three. Committee assignments were accord- 
ing to personal preference. There was mutual criticism of the text within 
each committee and between committees. An editorial staff checked for 
duplications or significant omissions. 

The text has more correlation between chapters and unity within chapters 
than one would expect from a textbook written by 59 authors. In general, 
it shows careful planning of content, thorough coverage of subject matter 
and good scholarship. Its method enables each small section to have the 
benefit of more research and study than is likely when one author is re- 
sponsible for all parts. There is, however, more unevenness of quality. 

The most serious general criticism of the book is its failure to be a good 
teaching device. Too often it merely talks about a topic instead of trying to 
teach the relevant material. The frequent introduction of technical terms 
and economic ideas without sufficient explanation of their meaning might 
cause the student to become lost in a labyrinth of words. This criticism 
applies especially to parts of Chapters 1, 2, 5, 16, 17, 18 and 22. The wealth 
of detail also makes it difficult for the student to grasp essentials. However, 
the authors are to be commended for the inclusion of some pertinent detail 
which is ordinarily omitted from money and banking textbooks, and for their 
use of money and banking history to vivify the subject. Such details as bank 
routing symbols, early note and deposit insurance plans, trust functions of 
banks, the Aldrich-Vreeland Act, proposed monetary panaceas, and details 
about the Federal Deposit Insurance Corporation and Savings and Loan 
Associations help to relate the subject to some general experiences and inter- 
ests of the student. 

Some of the weaknesses of the book are: (1) failure to present the table 
of purchasing power of the dollar on a single base rather than giving the 
indices from 1914 to 1947 on a 1926 base and those from 1947 to 1956 on 
a 1947-49 base (pp. 38-39), (2) failure to include the most recent 1952 
revisions in describing the method of determining wholesale prices (p. 314), 
(3) misusing the term fiscal for monetary (p. 114), (4) an incorrect state- 
ment that a “balance of payments” can be “favorable” or “unfavorable” 
(p. 536), and (5) a questionable statement that “the volume of loans to 
member banks should not exceed the total amount of excess reserves of all 
member banks” (p. 186). 

The best parts are the discussions of secondary reserves, bank loans, bank 
investments, credit expansion, monetary control, sources of disequilibrium, 
functions of Federal Reserve banks, branch banking, Treasury influences on 
the money supply, and miscellaneous financial institutions. Most of the 
study questions are very good, but some require considerably more in- 
formation than the student can obtain from the chapter or his experience. 

The book is somewhat extensive for a text of a one-semester course, and 
deletions cannot be made very satisfactorily. However, it lends itself well to 
supplementary reading for a one-semester course. 


Loyola University, Chicago 


HELEN C. POTTER 
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Sales Taxation. By Joun F. Due. Urbana: University of Illinois Press, 1957. 
Pp. ix, 396. $5.75. 


Professor Due, long known as a specialist on sales taxation, has now 
written a highly useful general treatise on the subject. The book includes 
sections on incidence and other economic and equity implications, experience 
with sales taxation in a number of countries, and the optimum form of sales 
tax. A selected list of references to other books and articles is appended to 
each chapter. 

Due accepts, with some qualifications, the opinion that the main burden 
of the sales tax falls on consumers in proportion to their expenditures on 
taxed items. He concedes that monetary adjustments will be necessary to 
permit the tax to force up the price level but feels that these adjustments 
must be expected because failure to allow them “would be contradictory to 
the general philosophy of sales taxation, that the tax be a consumer-borne 
levy” and would cause unemployment (p. 14). 

The major part of the book, covering about 300 pages, is a survey of sales 
taxes in Western Europe, Canada, the United States, Australia, and New 
Zealand with less detailed descriptions of sales taxes in Asian and Latin 
American countries. The U.S.S.R. and other Soviet-bloc countries are not 
covered. The author’s first-hand study of sales taxes in North America and 
Western Europe enables him to comment on informal practices and attitudes 
of officials and taxpayers as well as to outline provisions of law and regula- 
tions. 

The principal broad sales taxes studied by Due include: (1) multiple- 
stage or turnover taxes in Germany, Austria, Luxembourg, the Netherlands, 
Belgium, and Italy; (2) value-added tax in France; (3) manufacturers’ sales 
taxes in Canada and Finland; (4) wholesale taxes in Switzerland, Australia, 
New Zealand, and the United Kingdom; (5) retail taxes in Norway, the 
Canadian provinces and municipalities, and states and municipalities of the 
United States. These taxes vary greatly in the extent of exemptions and rate 
differentiation. The Norwegian retail sales tax, for example, is uniform in 
rate, provides few exemptions, and applies to many services which are usually 
not reached by American and Canadian retail sales taxes. The British 
purchase tax, on the other hand, applies only to specified classes of com- 
modities, at highly differentiated rates, and thus resembles a system of ex- 
cises about as closely as it does a “general” sales tax. 

Although the turnover tax is sometimes represented as a simple measure, 
Due shows that the turnover taxes in actual use in Europe are rather com- 
plex, because it has been considered necessary to try to mitigate discrimina- 
tory features of these taxes, particularly the incentive given to business in- 
tegration. Other objections to turnover taxes include the arbitrary differences 
in taxation attributable solely to differences in the number of “turnovers” 
characteristic of various goods and complications relating to exports and 
imports. The appeal of the multiple-stage taxes is that they yield maximum 
revenue at any given rate, which is thought to reduce political opposition 
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and incentives for evasion. The value-added tax eliminates multiple taxation 
while continuing the practice of spreading liability over all (or several) 
stages of production but in Due’s opinion offers no fundamental advantage 
over a single-stage tax. Most American students probably will agree with 
Due that a single-stage tax is preferable to the multiple-stage taxes and that, 
where a retail tax can be satisfactorily administered, it is superior to a 
manufacturers’ tax or a wholesale tax. An economic advantage of the retail 
tax is the avoidance of pyramiding; another characteristic—which some 
consider an advantage and others a disadvantage—is that the amount of a 
retail tax is evident to consumers (and voters). The main objection to the 
retail tax is the large number of taxpaying firms, many of which do not 
maintain adequate accounting records. Although experience shows that this 
difficulty can be overcome in a favorable environment, it may be decisive 
where retailing is carried on to a great extent by small family enterprises, 
especially if many taxpayers are uncooperative or illiterate. 

On these topics and many other points, Due’s presentation is careful and 
systematic, giving attention to considerations of economic policy as well as 
administrative convenience and efficiency, but without preoccupation with 
either abstruse theoretical points or minutiae of law and administration. The 
book is a valuable addition to tax literature and should be read carefully 
by anyone having responsibility for drawing up a new sales tax or revising 
an old one. 

RIcHARD GOODE 

Washington, D.C. 


The Income-Tax Burden on Stockholders. By Danie. M. Hoitanp. Na- 
tional Bureau of Economic Research Fiscal Study No. 5. Princeton: 
Princeton University Press, 1958. Pp. xv, 241. $5.00. 

This volume consists mainly of an elaborate and painstaking series of 
calculations designed io measure “the differential burden on stockholders 
caused by the existence of two income taxes on corporate earnings—an es- 
sentially proportional tax at the corporate level when earned, and a progres- 
sive tax at the personal level when received as dividends.” The principal 
contribution of the book consists of its statistical findings since, as the author 
states, most of the underlying concepts have already been developed in the 
literature. 

The statistical findings are difficult to summarize meaningfully because 
of the many and varied assumptions on which they rest. The main emphasis 
of the author, however, is placed on a statistical comparison based on the 
following assumptions: (1) that the corporate tax rests entirely on profits; 
(2) that earnings, both distributed and undistributed, should be considered 
as allocable to the individual taxpayers in the various income brackets who 
actually own the stock of United States corporations, in proportion to their 
holdings as measured by dividend receipts, and consequently that the taxes 
paid by these corporations should also be considered a part of the tax burden 
of the individual stockholders; and that taxable income is an acceptable 
measure of income. 

On the basis of these assumptions the author provides quantitative esti- 
mates in answer to the following two questions: (1) How heavy has been 
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the extra tax burden on stockholders’ pro rata share of net corporate earn- 
ings? (2) How heavy has been the extra burden measured in terms of effec- 
tive rates on all stockholders’ income, compared with that for other tax- 
payers? In other words, a comparison is made between the existing tax struc- 
ture and the results which hypothetically would have been obtained if all 
corporations were taxed as partnerships. (The author carefully avoids taking 
a policy position on either the practicality or desirability of the latter pro- 
cedure.) 

In summary form, some of the most important findings, covering the years 
1940-1952, are: . 

1. Not all stockholders were overtaxed. Despite the double taxation of 
distributed corporate income (on the author’s assumptions) some stock- 
holders were undertaxed. The reason, of course, is that a sizable portion of 
corporate profits are not distributed and for upper-bracket stockholders the 
corporate tax rate is lower than the personal rate. 

2. Overtaxation was heaviest at the bottom of the income scale and turned 
into undertaxation at the top of the income range. 

3. The progressivity of the corporate tax is uneven and indiscriminate at 
best. Stockholders with essentially similar taxable incomes were found subject 
to widely varying effective rates of tax because some had invested heavily 
and others lightly in corporate stocks. Even for “average” stockholders in 
each income class, the progressivity effect of the corporate tax was found 
to be equivocal, depending in part on the definition of progressivity used. 

4. Only a slight degree of relief is afforded most stockholders by the divi- 
dend exclusion and tax credit incorporated in the Internal Revenue Code of 
1954. These reforms, judged in terms of the stated objectives of the Ad- 
ministration of reducing the double taxation of distributed earnings, “op- 
erate in somewhat capricious fashion.” 

For readers who prefer modifications of the basic assumptions listed above 
the author makes similar calculations based on a wide range of alternative 
assumptions too varied to report here. In general, he concludes that reason- 
able variations in his assumptions would alter his findings in magnitude but 
not in general pattern. 

By way of evaluation, little need be said. The analysis is meticulously 
carried through, well expressed, and, as in any book surviving the National 
Bureau screening process, all findings are qualified with great circumspec- 
tion. Qualitatively, the major findings were predictable without detailed 
statistical analysis so that the main value of the work consists in the added 
precision which its quantitative estimates give to effects already generally 
recognized to exist. The only place where the author comes close to expressing 
a policy judgment is in his discussion of the dividend exclusion and credit 
introduced by the Eisenhower Administration in 1954. After quoting the 
stated objectives of this reform from the President’s Budget Message for 
fiscal year 1955, the author proceeds to point out incisively how far both 
the original proposal of the Administration and the law as finally enacted 
are in conflict with these objectives, at least in so far as the equity aspects 
of the question are concerned. 

J. Butters 

Harvard University 
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Ocherki ekonomicheskikh otnoshenii SSSR s Kitaem, (Survey of the Eco- 
nomic Relations of the USSR with China.) By M. I. SLapKovsk11. Mos- 
cow: Gosudarstvennoe Izdatel’stvo Ministerstva Vneshnei Torgovli, 1957. 
Pp. 455. Rbl. 17.80. 

This book, by a senior official of the Soviet Ministry of Foreign Trade 
long concerned with Chinese affairs, is an important addition to the existing 
literature on the history of Sino-Russian economic relations and particularly 
to the information available on Soviet assistance to communist China since 
1950. Based on Russian, Chinese, and English-language sources, it traces the 
history of Sino-Russian economic relations from the 17th century to 1955 
and includes hitherto unpublished material for the 1939-55 period from the 
files of the Soviet Ministry of Foreign Trade. The last hundred pages of the 
book include a historical table on Sino-Russian trade, a chronology of events, 
a bibliography, and an 80-page collection of the texts of pertinent treaties 
and agreements between China and Russia dating from 1689. (Unfortunately 
lacking, however, is a map on which to locate the many place names cited in 
the book.) 

Sladkovskii emphasizes primarily developments in the level and composi- 
tion of trade and the economic and political factors responsible. Only sec- 
ondary attention is given to Russian investments in China, and the treat- 
ment of such topics as Russian participation in the Chinese Eastern Railway 
is relatively brief. Much statistical and descriptive material is presented not 
only for the more remote historical periods but also for the period after the 
second world war. Thanks to the recent Soviet statistical “thaw,” Sladkovskii 
has been able to include data on Soviet trade with communist China pub- 
lished for the first time in this book; the corresponding Chinese statistics 
have not yet been released by communist China. 

The generally scholarly tone of the book is, however, marred by Slad- 
kovskii’s efforts to justify Soviet foreign political and economic policy, through 
the omission of or cursory discussion of Soviet actions detrimental to China 
and through attacks on the opponents of Soviet policy toward China. Al- 
though he readily criticizes Czarist policies harmful to China which have 
since been repudiated by the Soviet regime, he ignores or glosses over poli- 
cies or acts of the Soviet regime after 1917 which were disadvantageous to 
China, such as Soviet domination of Mongolia and Soviet seizure of Japa- 
nese assets in Manchuria as war booty. Sladkovskii likewise fails to discuss 
Soviet promises to the nationalist Chinese regime which were subsequently 
broken. Using the conventional Soviet slogans and labels, he denounces the 
“Kuomintang clique” and “reactionary imperialist and monopolistic circles” 
in the United States. 

The most interesting and useful portion of the book for most Western 
readers will be the 63-page account of Sino-Soviet economic relations since 
1950. Sladkovskii presents annual data for 1950 through 1955 on the value 
and commodity composition of Sino-Soviet trade and a detailed, although 
nonstatistical, discussion of the fields and characteristics of Soviet assistance 
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to China, including an illustrative list of projects built or to be built with 
Soviet aid. Lacking, however, are details on the schedules of deliveries and 
repayments under Soviet loans to China and a full treatment of the Sino- 
Soviet balance of payments. Although detailed trade figures are given (in 
Soviet foreign-trade rubles, convertible to dollars at the official rate of 4 to 
1), no such data are given on invisible items, capital transactions, and uni- 
lateral transfers, Sladkovskii confirms that Sino-Soviet trade is conducted at 
prices which initially are “determined on the basis of world market prices” 
but which “remain unchanged for a long period of time”; however, he does 
not reveal precisely, how these prices are set nor how frequently they ar 

adjusted. 

Sladkovskii’s data, together with subsequently published statistics for 
1956, show that total Sino-Soviet trade rose from $576 million in 1950 to 
$1,497 million in 1956. Over this period, Sino-Soviet trade increased from 
about one-fourth to about one-half of total communist Chinese trade, while 
it remained about one-fifth of total Soviet trade. Although Sladkovskii does 
not discuss military aid by the USSR to communist China, some inferences 
regarding the size and trend of this aid and other strategic exports may be 
drawn from the behavior of the unspecified residual in the commodity break- 
down of Soviet exports to communist China. This residual of unidentified 
exports accounts for $287 million of the 1950 total of $388 million, rises to 
$386 million of the 1954 total of $759 million, and then declines to $271 
million of the 1956 total of $733 million. Of the specified exports, the domi- 
nant category is machinery and equipment, with a share in total Soviet ex- 
ports to communist China of 11 per cent in 1950 and 42 per cent in 1956. 
The principal communist Chinese exports to the USSR are agricultural prod- 
ucts, nonferrous metals, and textiles. 

Only a minor part of Soviet economic assistance to communist China has 
been provided on a gift basis. With the exception of a small amount of un- 
compensated technical assistance, the USSR has furnished commodity ex- 
ports and technical services to communist China either in return for cur- 
rent payment in Chinese goods or on credit. Two Soviet loans to communist 
China have been announced: a credit of $300 million in 1950 (drawn upon 
during 1950-54, with repayments scheduled for 1954-63) and a credit of 
$130 million in 1954 (drawing and repayment terms undisclosed). During 
1950-54, while communist China was drawing upon these loans, and before 
substantial repayments began, communist China had an import surplus on 
merchandise account with the USSR of $140-$200 million. In the absence 
of further loans (or grants), the import surplus declined to $99 million in 
1955 and disappeared in 1956, when communist China had an export surplus 
of $31 million in her trade with the USSR. 

Morris BORNSTEIN 


University of Michigan 


1M. I. Sladkovskii, “Successes of Soviet-Chinese Trade,” Vneshniaia torgovlya (Foreign 
Trade), Oct. 1957, 2-6. This article supplements Sladkovskii’s book with data for 1956 as 
well as minor revisions of its statistics for 1950, 1952, and 1953. 


} 
| 
ao 
4 
| 
& 
| 
> 


1050 THE AMERICAN ECONOMIC REVIEW 


Der Kapitalexport in unterentwickelte Linder. By Witrrtep Gutu. Tiibin- 
gen: J. C. B. Mohr (Paul Siebeck); Kyklos-Verlag, 1957. Pp. viii, 167. 
DM 16,50; paper DM 13.-. 

The main objective of this book is to investigate from the theoretical point 
of view the export of capital to the underdeveloped countries. Pointing out 
that no unified theory of capital movements exists, since none could “cope 
with the actual problems of the postwar period full of economic anomalies” 
(p. 2), the author is quite optimistic that such a theory can, should, and 
will be formulated. He even foretells likely theoretical developments such as 
re-emphasis of long-range considerations in a true “rediscovery of classical 
economics” (p. 13). On the other hand, the author does not limit himself 
solely to theoretical analysis and he considers the various practical prob- 
lems connected with international investment as well. 

In a sense, this study represents a prodigious effort to summarize much 
of the earlier literature and to familiarize the reader with current thought 
on the subject. Guth succeeds in his endeavor since he is well versed in the 
literature, particularly that published in the United States, the United King- 
dom, and Germany. The volume opens with a very useful introduction. We 
are told that the term “export of capital,” as it appears in the book, denotes 
only the transfer of purchasing power from the lending to the borrowing 
underdeveloped country, because the author is little concerned with the 
actual form of the transfer. The central problem is stated on page 7 as fol- 
lows: To what extent does the export of capital to underdeveloped countries 
serve in the long run the mutual interests of the countries providing and re- 
ceiving developmental capital? The author devotes eight chapters to finding an 
appropriate answer. Of these chapters, the first four deal essentially with the 
capital-exporting countries. 

Pointing out quite correctly that there was practically no international 
capital market after the great depression, Guth identifies the decline of pri- 
vate foreign investment as the most pronounced recent tendency in interna- 
tional investment patterns. Writing in the true liberal tradition, he regrets 
this tendency as being quite detrimental to the harmony of interests of all 
countries concerned. At a later point (p. 152) he adds the rather pessimistic 
note that owing to the inability of the capital-exporting countries “to mobi- 
lize private capital for the purpose of financing several programs of basic de- 
velopment in the underdeveloped countries . . . many wishes of the latter 
will remain unfulfilled.” 

Of the remaining chapters, which are chiefly concerned with capital-import- 
ing countries, Chapter 5 (“The Role of Foreign Investment in Economic 
Development”) and 6 (“Uses of Foreign Capital”) cover much ground 
which is commonly found in textbooks on economic development of under- 
developed countries. Two statements, however, deserve special mention be- 
cause they definitely reflect the author’s own viewpoints: (a) foreign invest- 
ment should serve only as a spark-plug in developmental programs and 
should in no case replace domestic capital formation (p. 84); and (b) capi- 
tal imports should be geared to maintaining a certain “minimum velocity of 
development” which is necessary to propel and maintain the cumulative 
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process of development (pp. 88-89). Chapter 7, “The Long-Range Goals of 
Economic Development,” surveys the controversy centering around the 
issue: Should economic development in underdeveloped countries result in 
improvements of production of raw materials or should industrialization be 
the chief goal? The reviewer does not find the discussion provocative at all, 
inasmuch as Guth restricts himself to complete objectivity while presenting the 
well-known arguments of Wilhelm Répke on the one hand and of Rail 
Prebisch and H. W. Singer on the other. The final chapter scrutinizes the 
determinants of the rate of growth and outlines the functions of capital im- 
ports in the short and long run: expansion of production, financing of a 
current-account deficit in the short run, establishing an equilibrium in the 
balance-of-payments in the long run, and increasing productivity and thereby 
improving the standard of living. Here the author is on firm ground and this 
chapter is by far the most interesting part of the book. It seems to the re- 
viewer, though, that Guth could have devoted more space to the discussion of 
productivity and particularly to the argument that the productivity of labor in 
the developing countries has been rising at a much faster rate than is gen- 
erally recognized, as Donald MacDougall and others have pointed out. The 
addition of supporting figures would have been desirable. In fact, no statistical 
table appears here or elsewhere in the text. These comments should not be 
construed, however, as criticism of this well-written chapter. 

In a 12-page concluding summary the question posed in the introduction is 
now answered—in the affirmative: The contribution of capital exports is 
positive. They are likely to lessen, in the long run, the discrepancies in the 
standards of living between the developed and developing countries, primarily 
because they permit a better utilization of the factors of production. But much 
hinges on the world political situation and the general feelings of mutual trust 
and security. The author warns the reader, however, that the role of capital 
exports should not be overstated and he reiterates again his conviction that 
“the more participation there is of creative entrepreneurs and the less of the 
anonymous government in capital-exporting, the sooner it will be possible to 
improve, on the basis of personal relationships, the spirit of cooperation be- 
tween nations” (p. 154). 

Guth has performed a useful service in presenting an interesting and suc- 
cinct survey of the literature and in bringing together theory and practice. 
The book is unquestionably a useful addition to the literature on the economic 
development of underdeveloped countries. 

STEPHEN SPIEGELGLAS 

Northwestern University 


The Theory and Procedure of Exchange Control in Germany: A Study of 
Monopolistic Exploitation in International Markets. By Franx C. 
Cuitp. International Scholars Forum: 10. The Hague: Martinus 
Nijhoff, 1958. Pp. viii, 241. 19 Guilders. 

This expanded version of a doctoral dissertation is an interesting experi- 
ment in applying the tools of modern welfare economics and national income 
analysis to the already well-explored terrain of the German exchange control 
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experience of the nineteen-thirties. Despite the formidable analytical and 
empirical obstacles involved, the attempt is, on the whole, a successful one. 
The work begins with a concise historical description of German exchange 
controls before the advent of the Nazis, which is quite useful in bringing out 
the very thin line of demarcation which exists between defensive and aggres- 
sive controls. This is followed by the theoretical core of the book in which the 
author develops an analytical framework for treating the “gains from trade” 
in the context of marginal monopoly-monopsony theory. Although this ap- 
proach suffers from the familiar criticism of cardinality as applied to consum- 
ers’ surplus, it does offer a rough substitute for the standard indifference 
curve approach, which has the distinct advantage of being an attractive peda- 
gogical device and of enabling one to handle empirical data in monetary form. 
The remainder of the book consists primarily of a qualitative application of 
this analytical framework to the actual German experience, with the final 
chapter also including a brave attempt by Child at quantification. 

In spite of the shortcomings inherent in both the analytical tools and the 
data (which, by the way, are treated scrupulously and imaginatively by the 
author), this reviewer found that an extremely persuasive case was made for 
the point of view that the benefits which Germany itself received from her ex- 
change control system were far more substantial than had been indicated in 
Ellis’ classical study of Exchange Control in Central Europe. What is even 
more challenging is Child’s contention that “contrary to opinion at the time, 
German trade redounded with some net benefits to the exploited nations” 
(p. 3). Ironically enough, the major reason for this conclusion is not based 
on the elaborate analytical welfare apparatus constructed by the author, 
but stems instead very simply from the increases in national income levels in 
the various countries subjected to Germany’s trading practices. These prac- 
tices artificially expanded German imports in a way made possible, for the 
exporting countries, by the excess capacity characteristic of the depressed 
economic conditions of the ’thirties. This is a finding which, in the light of 
recent developments in the world economy, has far more than mere historical 
interest; the current Soviet trade offensive has found an excellent breeding 
ground in similar conditions of excess capacity and low prices in primary pro- 
ducing countries. 

The major thesis of the book, in the author’s own words, is that “exchange 
control is a useful and flexible instrument of commercial policy and that ap- 
propriate regulations will, for any one nation increase or even maximize the 
gains from external trade” (p. 2). On the lofty plane of pure theory this con- 
clusion is undoubtedly a valid one and could even be considered tautological. 
But any attempt to extend it to the more mundane level of practical policy 
must inevitably involve one in the obvious pitfalls of overgeneralizing on the 
basis of the unique factors in the German experience (e.g., international po- 
litical power and bargaining strength, relatively efficient bureaucratic admin- 
istration, and the effectiveness of a totalitarian regime in preventing conflict- 
ing domestic political pressures from pushing the degree of control well beyond 
the optimum). Child’s discussion, it is true, does cover each of these factors, 
but his interest in them is restricted to the narrow framework of technical 
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welfare economics (e.g., the costs of compliance as an offset to the gain from 
trade, the assuming away of the welfare aspects of a change in the domestic 
income distribution). The chances of exchange control regulations meeting his 
criteria of “appropriateness” and “flexibility” would thus appear to be con- 
siderably smaller than in the Germany of the ’thirties for virtually every other 
nation in the world. Nevertheless, Child’s book does make a useful contribu- 
tion to the growing literature on actual exchange control experience and also 
constitutes a stimulating exercise in applied theory. 
EuGENE R. SCHLESINGER 
New York University 


The Bank for International Settlements. By HENry H. ScHioss. Amsterdam: 
North-Holland Publishing Co., 1958. Pp. xi, 184. $4.00. 

The bulk of this book is taken up by a review of the origins of the Bank 
for International Settlements; its structure and mechanical functions; its 
short-lived operations in facilitating the payment of reparations under the 
Young Plan; its modest contributions toward mitigating the financial crises 
of the early ’thirties; and the embarrassing position of the Bank during the 
second world war when, attempting to carry on its routine duties in a divided 
Europe, it incurred charges of collaboration with Germany. The slightness of 
the subject matter, however, prevents the author from adding anything by 
way of information or interpretation which is not already contained in 
Auboin’s compact monograph on the BIS. 

The subtitle, “An Experiment in Central Bank Cooperation,” indicates 
what is intended to be the main focus of this study. Cooperation as carried on 
under the wing of the BIS has two forms: (a) short-term operations between 
European central banks and (b) meetings, consultations, and exchanges of 
information among officials of the central banks. Since all aspects of these 
activities are apparently considered confidential, it is impossible to learn what, 
if any, economic significance they may have. To go beyond what is presented 
in this well-written book, we will doubtless have to wait for some member of 
the inner circle to publish his “Confessions of a Central-Bank Cooperator.” 

GERALD SIRKIN 

Yale University 


International Economics. By THomas C. ScHetiinc. Boston: Allyn and 
Bacon, 1958. Pp. xvi, 532. $6.75. 

The primary objective of all undergraduate textbooks in international 
economics has normally been an understanding of policy issues. Text discus- 
sion of international economic policy may be likened to a balloon, steadily 
expanding as helium is pumped in by the pressure of world events and by the 
growing involvement of the United States in the world economy. 

Traditionally the balloon has been secured—moored to the foundations of 
knowledge—by two strings of varying strength: history and theory. In this 
reviewer’s opinion, the best textbooks have been moored by a single thick 
rope: in the cases of Condliffe and Ellsworth II the rope of history; in the 
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cases of Ellsworth I, Haberler, Harrod, Kindleberger, and Marsh the rope of 
theory. No text has really been ideal, secured firmly by both ropes. Professor 
Schelling’s new book is moored by a thread, of theory. In the balloon is the 
most interesting, the most extensive (the last section labeled policy consumes 
almost exactly half the book and several earlier chapters are heavily policy- 
oriented) and probably the best discussion of current policy issues available in 
text form. But it is knowledge that is likely to float away, if not during a 
reading of the book certainly very soon afterwards as the world economy 
changes, and policy issues change along with it. The story of the little red 
balloon, which follows the small French boy wherever he goes, although it is 
not grounded to anything, is, after all, a fable. 

Schelling states that “The policy orientation of this book is an attempt to 
broaden the subject of international economics.” The subject is broadened, in 
that considerably more attention than usual is given foreign assistance pro- 
grams, cost-sharing problems in intergovernmental arrangements, and stra- 
tegic trade controls and economic warfare. A keen mind as well as extensive 
experience in Washington are trained in interesting fashion on these vital 
current problems, with appropriate stress on the political. The style in these 
chapters and throughout is choppy (with an average of two subheads a page), 
“discussion-oriented,” and may well give the student a feeling that he is 
engaging in razor-sharp repartee with the author, Schelling usually being one 
step ahead of him. 

But in other ways, in this reviewer’s opinion, Schelling’s policy-orientation 
narrows rather than broadens the scope of international economics. For one 
thing, there is lacking a feeling for the broad sweep of history, while at the 
same time there is little use made of general equilibrium international trade 
theory and little regard for long-run considerations in the analysis of current 
problems. For another, and here most modern texts are equally at fault, there 
is no attention paid to the history of the subject, nor, except for the use of 
tables, is the student instructed in the proper use of evidence in support of 
analysis. 

We are introduced at the start to money transactions and the balance of 
payments. Trade is conducted in money terms, and therefore we must analyze 
it in money terms, even if when we get to “underlying economic conditions” 
in Part II this results in an awkward, truncated discussion of the real basis 
for trade. The doctrine of comparative costs follows from differences in money 
prices—through a confusing series of approximations—and implies differences 
in factor endowments. Almost as an afterthought the student is given a 
glimpse of the real distinguishing feature of international trade, i.e., factor 
immobility across national boundaries, and then this feature is given a role 
distinctly subsidiary to the financial separateness of countries and govern- 
ments. The rich body of literature which concerns possibilities of interchange 
of factors and goods, of differing technologies and the combination of factors 
into goods—in short of general equilibrium trade theory—is lost in the 
shuffle. Similarly, the third section devoted to the theory of balance-of-pay- 
ments adjustment not only neglects shifts in relative prices and handles in- 
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come effects entirely in the form of net shifts in exports minus imports, but 
also is developed almost solely in terms of one country. As a result, any con- 
cept of an equilibrium system of interacting national economies (which even 
in terms of income effects alone would come through to the student if a re- 
flection ratio had been incorporated in Schelling’s multiplier formulas) is 
again lacking. 

These weaknesses in theory show up most clearly in such policy discussions 
as that concerning economic integration. Foreign assistance and economic 
warfare are clearly topics that are not amenable to precise, or even loose 
theoretical formulation (except possibly at an advanced level in terms of 
game theory). But surely issues with respect to European integration involve 
almost all of traditional trade and payments theory; as Meade, Scitovsky, 
and others have shown, applications are possible in almost every facet of the 
problem. But because the theoretical groundwork has not been adequately 
laid, little of this can be developed in Schelling’s chapter, in which there is 
no attempt even to draw the basic distinction between customs union and 
common market, deriving from absence or existence of freedom of movement 
for factors of production. 

Other teachers may find that they are sympathetic with Schelling’s ap- 
proach and disagree strongly with this reviewer. Certainly parts of the book 
—especially the last six chapters on foreign assistance, cost-sharing problems, 
and economic warfare—will prove interesting to any reader and useful as 
supplementary reading in all courses (graduate or undergraduate) dealing 
with international economic problems. 

Puitip W. BELL 

University of California, Berkeley 


Business Finance; Investment and Security Markets; Insurance 


The American Stockholder. By J. A. Livincston. Philadelphia: J. B. Lippin- 
cott Co., 1958. Pp. 290. $4.95. 

The object of this volume is to appraise the status of the stockholder in 
our society. Following a brief introduction, there is a compact and well- 
organized presentation of the facts concerning stockholders and share owner- 
ship. The three positive rights of the stockholder are then considered in suc- 
cessive chapters. They are (1) the right to discharge the officers and directors 
—the management—by electing new directors; (2) the right to sue officers 
and directors for misuse of powers, gross mismanagement, fraud, or dishon- 
esty; and (3) the right to sell his stock. Two chapters on management- 
stockholder relationships are among the best in the book. Other subjects 
discussed include the New York Central proxy fight (The Battle for the 
Century), the Ford stock sale, the role of institutional investors, the New 
York Stock Exchange and its operations (The Stock Exchange in Sir Gala- 
had’s Clothing), and the regulatory activities of governmental agencies. The 
final chapter is concerned with executive compensation, the tax-sheltered elite, 
and the “moral obligation” of institutional investors. 
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In his effort to place share ownership in proper perspective, Livingston 
endeavors to correct certain misconceptions. In a straightforward presentation 
“people’s capitalism” and similar conceptions are criticized on the ground that 
they are idealized and overdrawn versions. Most readers will agree with this 
appraisal. The diffusion of share ownership is appreciably less than the term 
“people’s capitalism” implies. To the sophisticated observer this and similar 
slogans involve an excessive resort to hyperbole. “Corporate democracy” is 
also a misleading phrase, though it is extremely useful to “professional” stock- 
holders—Lewis D. Gilbert, Wilma Soss, et al. “Plutocracy” is the correct 
term, according to the author, as long as voting is on the basis of the number 
of shares owned. 

The author concludes that only one positive right—the right to sell stock 
—can be exercised effectively by all classes of stockholders. In practice only 
substantial professional investors, including banks, investment companies, 
insurance companies, and well-to-do individuals, have the power to remove 
officers and directors. In the absence of a nucleus of some kind, it is virtually 
impossible for the scattered holders of a majority of the stock of a large corp- 
oration to exercise a degree of control. Nor is the right to sue meaningful for 
most stockholders. “Lawsuits, like proxy fights, are primarily the large stock- 
holder’s game. Or the lawyer’s game.” The thesis is advanced that the large 
institutional investors should play a more active role. Effective appraisal of 
management can come only from this source. Institutional investors should 
examine salary, pension, deferred compensation, and stock option plans criti- 
cally. They are in position to enhance the moral tone of business and finance. 

There have been notable improvements in the position of the stockholder 
and in the operation of the securities markets over the last quarter of a 
century. They are attributable mainly to the efforts of the Securities and 
Exchange Commission and other regulatory bodies, according to Livingston. 
Perhaps no informed person would disagree. Nevertheless, in the absence of 
governmental controls and regulations instituted since 1930, the status of the 
stockholder would doubtless be much better than in the 1920’s. Some reforms 
in the securities markets and more enlightened corporate practices would have 
been essential to restore a measure of investor confidence, if no external controls 
had been imposed. It would of course be idle to speculate on the precise nature 
of the changes that might have occurred if important institutional innovations 
had not been introduced. 

This volume is intended mainly for a business or lay audience. The non- 
specialist will find a great deal of information that will enhance his under- 
standing. The specialist in finance will enjoy this book, though he may find 
little that is new. Its nearest counterpart in the literature is Ripley’s Main 
Street and Wall Street, published in 1927 when confidence in financial and 
business leadership was at a predepression peak. In some respects this work 
complements Ripley’s famous volume very effectively. It differs markedly in 
both content and style from The Modern Corporation and Private Property 
by Berle and Means and Brandeis’ Other People’s Money. 

The American Stockholder is unusually well written, at times with a tinge 
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of iconoclasm. The bulk of the contents is descriptive rather than analytical. 
The points the author wishes to make stand out with the requisite clarity. 
When adverse comments seem called for, the criticisms are direct and never 
exceed the bounds of good taste. To borrow from Ripley, Livingston is never 
“promiscuously accusative.” He is at his best when one senses a carefully 
restrained indignation. 
Lewis H. KIMMEL 
The Brookings Institution 


The Over-the-Counter Securities Markets. By Irwin Frienp, G. WRIGHT 
HorrMan, WIL.I1s J. Winn and others. New York: McGraw-Hill, 1958. 
Pp. vii, 485. $12.50. 

The first point that must be made in reviewing the encyclopedic Over-the- 
Counter Securities Markets is that it is the only complete survey of this tre- 
mendous field now available. As such it must receive acknowledgment as a 
scholarly, definitive work on the subject. It provides the general and profes- 
sional reader with a description and, what is more important, a measurement 
of the varied market sectors which make up the over-the-counter security 
market. 

The difficulty of comprehensively covering a market in which 40-50,000 
securities are traded can not be underestimated. The Securities Research Unit 
of the Wharton School, which undertook this massive task, has accomplished 
a superior result in measuring and analyzing the over-the-counter market from 
every aspect imaginable. Through an intensive statistical survey, in 1949 with 
a follow-up in 1951-52, and with the active cooperation of the securities busi- 
ness itself the activities of the unorganized security markets have been com- 
pietely measured. The book covers the varied activities of both the securities 
dealers and the securities buyers in all over-the-counter markets running from 
government debt to stocks of small corporations. In sampling the market, the 
authors have weighted the relative importance of the participants in the 
market running from huge metropolitan banks acting as underwriters in the 
municipal bond field to the one-man investment firm that handles only a few 
securities at one time. The difficulties of classifying and describing all these 
transactions is wryly admitted by one of the authors who writes that “no two 
transactions are exactly alike in all respects.” Certainly one impression that 
one gains from this study is that the unorganized security markets are markets 
of negotiation and that a firm’s success depends ultimately on the shrewdness 
and risk-taking ability of the relatively small number of professionals engaged 
in initiating and maintaining markets. Perhaps the most interesting point 
developed concerns the typical spread charges on unlisted common stocks. It 
has been the stated policy of the National Association of Security Dealers to 
limit the profit of the dealer to 5 per cent on trades for a customer. The 
average customer cost on the New York Stock Exchange for a sample of 
transactions in 1953 was 3.3 per cent as opposed to 4.6 per cent on the over- 
the-counter market. Only in transactions involving more than $10,000 did 
the over-the-counter market match the cost figures of the Exchange and on 
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transactions up to $2,500 the customer cost was significantly above 5 per cent. 

Another significant factor brought out by this study is the increasing im- 
portance of the over-the-counter market for handling large blocks of stocks. 
As institutions have become increasingly important in the market for securi- 
ties, the organized exchanges have been unable to handle large blocks of 
securities without undue influence on the market price. The evidence is clear 
that large transactions made over the counter involve less time for completion 
and fewer vagaries in price movements. It is the opinion of the Securities 
Research Unit that measures taken by exchanges to counteract the loss of busi- 
ness to the unorganized market have been for the most part stop-gap and 
generally ineffective. Considering that the securities markets are becoming 
thinner and that block trading is becoming more important due to the de- 
velopment of pension trusts, investment companies, and the like, the over-the- 
counter market is increasingly important in maintaining competitive capital 
markets. 

A iew exceptions, however, may be taken to this otherwise interesting and 
excellent book. This reader felt that there was an excessive number of tables 
some of which were not fully integrated with the text. Another fault for some 
readers may be the lack of actual examples taken from the day-by-day action 
of the market. More case materials describing typical transactions would have 
been helpful to the average reader. 

R. R. DINCE 

University of Georgia 


Industrial Organization; Government and Business; 
Industry Studies 


The Sources of Invention. By JEwxes, Davin SAWERS and RICHARD 
STILLERMAN. London: Macmillan; New York: St. Martin’s Press, 1958. 
Pp. xii, 428. $6.75. 

Professor John Jewkes of Oxford, and two research assistants, have under- 
taken to analyze the sources of invention in the nineteenth and twentieth 
centuries. Before proceeding, they introduce two caveats: (1) it is very diffi- 
cult to apply economic analysis to the innovative process; (2) the road to 
understanding is blocked by the growing complexity of science and technology. 

The authors obtained their material from an extensive review of the lit- 
erature on invention—much of it noneconomic—confining the study primarily 
to Great Britain and the United States and supplementing their readings by 
interviews with “scientists, technologists, patent lawyers, historians, inventors, 
administrators and businessmen.” The persons interviewed are not named or 
quoted because many of them “would prefer anonymity” or “would probably 
not agree with the conclusions.” 

Fifty case histories, including those of the ball-point pen, the cotton picker, 
the jet engine, penicillin, radio and the zip fastener, are described in part II 
(150 pages). The cases are labeled as summaries. They discuss briefly the 
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history of each invention but rarely include financial figures. Nonetheless, 
many of these condensations should be useful as class reading for courses con- 
cerned with innovation. 

The major portion of the book consists of a series of essays on invention, 
ending with a chapter entitled “Conclusions and Speculations.” There is no 
attempt, even in the discussion of “modern views on invention,” to relate the 
material to a conceptual scheme of economic development. The absence of a 
theoretical structure is frankly stated in the beginning, when Jewkes says that 
“it may yet prove impossible” (p. 3) to apply economic analysis to industrial 
innovation. Although Schumpeter tried to do so, his efforts are not mentioned. 

One of Jewkes’s most valuable chapters is “Inventors and Invention in the 
Nineteenth Century.” He appears most at home with this material and writes 
about it confidently. On the other hand, in the chapters on corporation re- 
search and development in the twentieth century the tone shifts. The authors 
recognize many of the great contributions of corporate research. They also 
analyze some of the reasons for the increased cost of modern development, 
including the desire to reduce competitive risk by speeding up the time sched- 
ule of development. But the conclusions are pessimistic: “If, through high 
and progressive taxation, large fortunes tend to disappear, then one of the 
props of the individual inventor will have disappeared, and it appears doubt- 
ful whether it can be adequately replaced by public or private financial insti- 
tutions designed for the same purpose” (p. 260). 

There are no specific references to the strength and limitation of the 
venture-capital corporation, although Jewkes is much impressed by the inge- 
nuity of the United States as compared to that of Great Britain in experi- 
menting with new types of institutions. Nor is there adequate treatment of 
modern firms whose leaders have a passionate interest in encouraging creative 
research. Jewkes explains that there are some firms which try—difficult though 
it may be—to provide freedom for at least a few men of promise. Yet he 
concludes that “the industrial laboratory does not appear to be a particularly 
favorable environment for inducing invention” (p. 132). 


“Tt is opportune to ask whether Western societies are fully conscious of 
what they have been doing to themselves recently; . . . whether there is 
truth in the idea that, although the institution is a powerful force in 
accumulating, preserving, discriminating, rejecting, it will normally be 
weak in its power to originate and will, therefore, carry within itself the 
seeds of stagnation. ... (p. 243) Jf present trends continue for any length 
of time, it is not improbable that . . . emphasis will be laid on the need for, 
indeed, the duty of, research workers to submit themselves to team work” 
(p. 245). 


The real hope on this score would appear to lie in a countervailing trend in 
the United States which Jewkes does not mention—a trend toward greater 
support of the individual. This trend is manifest in grants from research 
foundations and in liberal financial help for individuals to start new corpora- 
tions with a research conception. Although the economic impact of these 
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forces is yet to be assessed, it is heartening that they exist. For Jewkes makes 
a most convincing case for the great significance to the inventive process of 
providing for autonomous research as well as for team work. 

W. RUPERT MACLAURIN 


THE AMERICAN ECONOMIC REVIEW 


Massachusetts Institute of Technology 


Anti-Trust Laws: A Comparative Symposium. University of Toronto, Faculty 
of Law, Comparative Law Series, Vol. 3. Edited by W. FRIEDMANN. 
(Toronto: Carswell Co. Ltd., 1956. Pp. vi, 635. $12.00. 


The occasion for this volume is the fact that specific antimonopoly legisla- 
tion, formerly almost exclusively confined to the United States and Canada, 
has been adopted since the second world war in a substantial number of 
countries which had previously relied upon the courts to deal with undesirable 
restrictive trade practices within the framework of the common law or of civil 
codes. The volume contains essays dealing with the antimonopoly laws of 
Canada, France, Germany, Japan, the Netherlands, Norway, Sweden, the 
United Kingdom, and the United States; an essay on international cartels and 
combines; and a comparative analysis of antimonopoly laws by the editor. 
There are also reproduced the texts of the South African Regulation of 
Monopolistic Conditions Act of 1955, the United Kingdom Restrictive Trade 
Practices Bill of 1956, the Report of the Ad Hoc Committee on Restrictive 
Business Practices to the United Nations Economic and Social Council, and 
the section on Agreements and Concertrations of the Treaty establishing the 
European Coal and Steel Gommunity. 

With two exceptions the essays were written by lawyers. One of the two 
essays on Canadian legislation was written by economists and the essay on 
the United Kingdom legislation was written jointly by a lawyer and an econ- 
omist. The essays give a full account of the history, provisions, and interpreta- 
tion of the various antimonopoly laws along with a brief evaluation in each 
case, but except for the essay by Bladen and Stykolt dealing with the Ca- 
nadian legislation there is no attempt at criticism based upon economic 
analysis. As the editor points out in the preface, “This is, essentially, a law- 
yer’s book. But in no other branch of law are the links between law and 
economics so close as in the field of restrictive trade practices” (p. v). Hence 
the present volume admirably complements that edited by E. H. Chamberlin 
under the title Monopoly and Competition and Their Regulation, a symposium 
participated in by economists from various countries under the sponsorship of 
the International Economic Association. 

Two essays in the present volume which, in the reviewer’s opinion, are 
particularly useful are those dealing with the efforts of the military occupation 
governments to bring about deconcentration and decartelization of industry 
in Japan and in Germany. The treatment of the German program is especially 
extensive, consisting of an essay by two German lawyers and another by an 
American lawyer connected with the program. There is also reproduced the 
text of the Draft Law Against Restraints of Competition, introduced in the 
West German Parliament in 1952 and described by the editor as the “first 
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legislative document issuing from a country outside the North American 
continent that incorporates a radical anti-trust philosophy” (p. 526). 

It is noteworthy that the Japanese antitrust law of 1947, which in its 
original form is said to have been more severe than the corresponding Ameri- 
can legislation, has been materially weakened by subsequent amendments, 
and the German law, even with weakening amendments, had not been enacted 
as of 1956. The editor concludes that “There is much evidence that both 
Germany and Japan are reverting increasingly to pre-allied patterns of organ- 
ization and economic thinking” (p. 557). Likewise, although the other 
countries whose policies are analyzed in these essays have recognized through 
their postwar legislation the desirability of a more generally competitive 
regime they have not seen fit to adopt the American and Canadian position 
that restriction of competition is undesirable in principle. Rather they have 
continued to distinguish between “good” and “bad” restrictions on competi- 
tion and to regulate competition through such devices as publicity, registra- 
tion of agreements, investigation, and administrative courts. In the reviewer’s 
opinion the present volume serves a very useful purpose in facilitating study 
of the merits and limitations of these policies by those concerned with 
monopoly problems and government-business relations generally. 

Ropert W. HARPESON 

University of Illinois 


Soviet Transportation Policy. By Hottanp Hunter. Cambridge: Harvard 
Univ. Press, 1957. Pp. xxiii, 416. $8.50. 

This study, No. 28 of the Russian Research Center series at Harvard, deals 
with Soviet policies toward transportation as an arm of industrial develop- 
ment during the 1928-55 period, in the belief, as the author states, that these 
policies “provide significant lessons for many other countries now on the eve 
of rapid industrial growth.” In this, as in other Russian studies, many sta- 
tistical problems presented themselves, but the author’s expectation that 
Soviet transport data were more available than had originally been thought 
seems to have been borne out, and an appendix of 100 pages offers a consider- 
able stockpile of scattered transport data to which the reader can readily refer 
in checking textual statements. Are these reliable? The author believes that 
these data and other similar Russian statistics, while often carelessly or de- 
liberately misused by Soviet writers, are not invented, and have been largely 
confirmed by the 1956 Soviet statistical handbook. 

Part I reviews the geographical and historical factors which have shaped 
the Russian transport system. Soviet policy, seeking to use transport to de- 
velop the nation’s resources, has had three principal locational objectives: (1) 
removal of unevenness of regional development, considered by Marxist writers 
to be characteristic of capitalistic economies; (2) advancement of backward 
regions; and (3) avoidance of capitalistic encirclement. However, economic 
factors and political objectives have in many cases conflicted with these orig- 
inal principles. The Soviets have repeatedly trumpeted programs to bring 
forward the underdeveloped eastern portions of the country, since European 
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Russia held three-quarters of all industry, but no fundamental shift of the 
economy to the east has occurred. Blocking this shift were the climatic and 
topographic deficiencies of the eastern regions, and the desire of the govern- 
ment to industrialize as rapidly as possible, which led the Soviets expediently 
to introduce projects in the west where greater economies of large-scale pro- 
duction could be achieved. The Nazi invasion produced a transfer of activity 
toward the east, and reconstruction has not completely restored the balance, 
though it has come close. 

Considerations of transport economics have also impaired the attainment of 
political objectives. The Soviets have followed a policy of minimizing trans- 
port costs by locating plants near sources of raw materials and by intensive 
development of selected routes, usually those already carrying heavy traffic. 
These criteria have favored the development of industry and rail routes in 
the west. 

A major part of the book is devoted to a discussion of the performance of 
Soviet transportation, chiefly railroads which carry 84 per cent of freight 
traffic and 90 per cent of intercity passenger travel. The Soviets relied upon 
underutilized capacity in the rail system to take care of traffic increases 
during the 1920’s, but the lag in investment in new line and equipment led to 
a stagnation of rail transport in the 1931-34 period, a situation overcome only 
by an energetic program of capital improvements and training of rail labor. 
In the second world war the Soviet transport system belied the gloomy pre- 
dictions of many analysts, and stood up well. The reasons for this performance 
include not only the patriotism of personnel and the effectiveness of central- 
ized controls, to which the Russians give credit, but the fact that the Nazi 
invasion and occupation reduced civilian demands on the carriers more than 
they did rail capacity (rolling stock was evacuated to the east), thus affording 
a margin for handling military traffic. 

Soviet railroads recovered prewar levels of traffic in 1948 and since that 
time have accommodated substantial increments in demand largely through 
the intensive use of equipment and the concentration of traffic on main routes 
which have been rebuilt. In 1955 Russian freight traffic soared 118 per cent 
above the 1948 level, passenger traffic was 88 per cent higher, yet road op- 
erated increased only 5 per cent, locomotives 9 per cent, and freight cars 34 
per cent. The author terms this a “remarkable achievement,” considering that 
the railroads had strained to handle the unexpectedly large flow of traffic 
in 1948. 

A comparison of Soviet and American rail operations reveals the “in- 
tensive” use of the Russian system. The Russians work their equipment 
harder, securing a more rapid loading and unloading of cars by shippers and 
a shorter turnaround time. Though freight trains are lighter and slower in 
Russia, they run more frequently, and are concentrated on main lines, so 
that traffic density, measured in ton-miles per mile of road, averages 2.8 times 
as high in Russia as in Amercia. This comparison reflects the size of the 
American rail plant (220,000 miles as against 75,000 miles in the U.S.S.R.), 
and the greater relative shortage of capital in relation to labor in Russia. 

At the same time Russian railroads have lagged in quality of rolling stock, 
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roadway and signaling equipment, and these items must be improved if the 
Soviets are to increase rail freight traffic by 174 per cent as programmed in the 
sixth five-year plan. This direction of transport effort differs markedly from that 
of the United States where the proportion of intercity freight carried by the rail- 
roads has declined in recent years from 75 to 50 per cent, and the roads face 
financial crisis. Hunter’s analysis strongly suggests that American railroads 
ought to adjust plant more to traffic demand, eliminating weak traffic lines 
and concentrating service on routes of greatest operating efficiency, under a 
general plan of consolidation. 

Only one-sixth of freight is not carried by rail; waterways have 12 per cent, 
pipelines 1 per cent, and trucks 3 per cent. Why have trucks not figured more 
prominently in the Russian transport scene? Because, says the author, the 
experience of other countries reveals that trucking came about as a by-product 
of extensive investment in highways made to accommodate private passenger 
cars. Lacking any similar pull from consumers in Russia, the Soviets pre- 
ferred to hold highway investment down and to emphasize the rail system, 
especially for freight. In the next few years, however, the author expects the 
Soviets to make greater use of trucks and buses on highways, as well as of 
pipelines to service new oil fields in the interior. Possibly, too, the patient 
Russian traveler will find better passenger equipment and faster train 
schedules in the new five-year plan. 

In a planned economy with total control over economic organization, a 
high degree of coordination of the various forms of transportation could be 
anticipated. However, the author finds the Russian experience does not bear 
this out. He observes that the several carriers compete for freight, that joint 
shipments by rail and water are few, and that rail officials in the U.S.S.R. 
complain that ton much short-haul traffic falls on the rails rather than on 
trucks. This evidence leads the author to conclude (p. 159) that: 


. . . the resource allocation problems of a modern industrial economy cut 
across ideological boundaries. There is no evidence that the Soviet trans- 
portation system is any more “unified” than the American transportation 
system. In a purely technical sense, the reverse appears more accurate. 
In each economy, difficult technical problems are confronted, and political 
slogans do not aid appreciably in solving them. 


In a summary evaluation the author states that the policy of devoting 
capital to industry while holding back new investment in the rail system has 
been generally successful, with the exception of the short-lived crisis of the 
early 1930’s, and that the transport sector will not retard industrial expansion 
in the next decade. He gives these reasons: the availability of ample resources 
for capital formation, expected increases in productivity of rail labor and 
capital, and a sufficient (though declining) share of transport investment in 
the Soviet total. 

This is a well-documented and impressive study. The author has carefully 
culled relevant transport data from the Soviet statistical woodpile and in- 
terpreted them carefully yet meaningfully. Gaps occur, particularly as to 
intercity travel, where data on bus and airline traffic are completely lacking. 
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The reviewer could detect only a few minor flaws in interpretation of rail 
statistics, such as the failure to note that larger freight cars helped the Soviets 
handle a volume of freight in 1955 three times the prewar average, though 
the number of cars increased only 50 per cent. In comparing average train 
weights in the United States and Russia, the fact is overlooked that much 
lightweight traffic in America has been diverted to trucks, leaving heavy bulk 
items for rail haul, while Russian trains carry all classes of freight. 

A more serious question may be raised with regard to Hunter’s views of 
Soviet planning. He recognizes that political slogans, directed often towards 
uneconomic objectives, have the function of dramatizing a plan and rallying 
popular support for carying it out, if not in toto, at least with respect to the 
portions which prove feasible. However, he expresses surprise that five-year 
plans are not hard-and-fast blueprints, that projects are delayed, unlisted 
projects sometimes started, and goals under- or overrealized. That Soviet 
planners and ministers are pragmatic rather than prescient should surprise 
no one; were they not, the economy would founder. Nor do year-by-year 
errors in estimating the volume of traffic rule out the value of planning trans- 
portation investment and performance over the longer period. Despite much 
side-tracking and back-tracking on transportation plans, it is not accurate to 
state that the Russian transport accomplishments were “completely un- 
planned” (p. 117). Hunter’s own analysis indicates that rapid industrializa- 
tion has occurred with minimum capital inputs for transport, that the effort 
to keep traffic from rising too rapidly as new industries were located has suc- 
ceeded, and that the confidence that intensified use of the rail plant could 
cope with traffic increases has been justified. While Soviet ideology, ritualism 
and bureaucracy have impeded rational analysis and execution of economic 
projects, neither the “remarkable achievement” of the Soviet railroads nor 
the failure to develop industry and a rail net in eastern Russia before adequate 
capital was available for the purpose can be deemed poor planning. 

N. LEONARD 


Hofstra College 


Government and Business: A Study in Economic Evolution. By Howarp R. 
SmitH. New York: Ronald Press, 1958. Pp. viii, 802. $7.50. 

This book is not directly competitive with Mund’s Government and Busi- 
ness, Dimock’s Business and Government, or Wilcox’s Public Policies Toward 
Business. Although much of the subject matter overlaps that of these texts, 
Smith’s Government and Business emphasizes the evolutionary aspect. In the 
words of the author: “This . . . is the record—an account of the step-by-step 
process through which government acquired the multitudinous responsibilities 
it now performs in connection with economic activities in the United States” 
(p. 687). Essentially it is a history of the mutual interaction of economic, 
political, and social change with legislation of an economic character, with 
individuals as well as institutions playing their parts. 

The story begins with the forces behind the Revolution and ends with the 
economic backdrop of the 1956 election. Between 40 pages of introduction and 
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“An Overview” of 80 pages are 70 pages of “Before Laissez Faire” (from the 
constitutional beginnings to the Civil War), 80 pages of “Laissez Faire Re- 
splendent” (from the Civil War to the turn of the century), 175 pages of 
“Laissez Faire Threatened” (from the turn of the century through the 
1920’s), 170 pages of “Laissez Faire Replaced” (The great depression and 
the second world war), and 110 pages of “A Mixed Economy” (the postwar 
period). Many of the chapter titles are meaningless out of context, e.g., “Be- 
hind the Mask” and “End of the Honeymoon.” 

A conflict context is presented. The public interest is identified with the com- 
promising and tempering of stands reflecting the democratic process. “. . . the 
public interest in a democracy is not wanted because it is the public interest, 
it is rather the public interest because it is wanted” (p. 20). Only the major- 
ity can know what is “right.” Not even an economist with his tools of eco- 
nomic analysis can say what is “right.” Although there may be inadequate 
direct consumer representation in the legislative process, Smith argues that - 
the people are a silent partner in all government decisions. Thus there is no 
need to worry over activities of producer interests. In fact, “If the groups 
which do form are producer, well and good . . .” (p. 13). 

Perhaps because of this thesis, microeconomic analysis, such as pertains to 
economies of scale and industrial structure, is largely absent. Macroeconomic 
analysis is more relevant, and Keynesian economics and “economic maturity” 
in relation to New Deal policy are thoroughly discussed in the chapter on 
“Recession and Stagnation.” 

Smith’s chronological approach precludes treatment on a completely sepa- 
rate basis of each of the various problem areas, such as antitrust policy or the 
regulation of public utilities. The several most important economic problems 
and legislative acts of a particular time period are handled together within the 
circumstances of those times. The range of government-business relations 
covered is all-encompassing. Hardly a piece of federal legislation of any 
importance with respect to economic activity passed in more than a century 
and a half is not mentioned. And the reasons why some plans or proposals 
were not adopted are given. As a result some acts are only summarized in the 
briefest fashion, and descriptive material has to be highly selective. 

Two of his findings are: Economic and social reform in America has 
progressed in distinct cycles, with each liberal period exceeding in intensity 
the one before. And the country has never retreated significantly after ac- 
complishing basic reforms. The question which he finally asks is whether the 
resulting mixed economy with its social theory of property will destroy the 
flexibility and creativity which has made the United States the productive 
economic organization that it is. 

Given his approach, Smith does a workmanlike and exceedingly thoughtful 
job. He cut out a complex piece of work for himself and has woven together 
the many strands, not all just economic, into an integrated whole. But also, 
given the hundreds of possibilities, it is unlikely that a reader will not wish 
to dispute a few points. 

MarsHALL C. Howarp 

University of Massachusetts 
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Geography; Housing 
Conservation in the Production of Petroleum—A Study in Industrial Control. 
By Erich W. ZimMERMANN. American Petroleum Institute, Petroleum 
Monogr. Ser., Vol. 2. New Haven: Yale University Press, 1957. Pp. xxii, 
417. $6.00. 

This is the second of a series of monographs sponsored by the American 
Petroleum Institute, and devoted to exploring the economic intricacies of the 
petroleum industry of the United States. It compares very favorably with the 
first monograph (Ralph Cassady, Jr., Price Making and Price Behavior in the 
Petroleum Industry, 1954), in that it has a more solid informational back- 
ground and comes closer to the essential analytical issues involved. 

However, it must be emphasized that this work is in no sense a general 
treatise on the economic or other problems of petroleum conservation, as its 
title might suggest. It is effectively a discussion, within a severely limited 
frame of reference, of the relative merits of the American program of curtail- 
ment and proration of crude petroleum outputs, with some side comments on 
connected governmental regulations and industry policies. In this discussion, 
the results of the American program are judged mostly in relation to those of 
“no program at all.” The general conclusion is that our domestic program 
has probably enhanced conservation perceptibly—largely through deterring 
an unduly rapid antagonistic withdrawal of oil by competing producers in 
flush fields—but has significant deficiencies. 

The discussion of deficiencies, however, is more or less tacked on at the end, 
and suffers from the fact that the relative merits of alternative modes of 
regulation or organization of petroleum production are never thoroughly dis- 
cussed or compared with those of the present regulatory system. 

Given these restrictions on the scope of the work, the expected topics are 
developed in acceptable order: definition of resources and conservation; the 
physical characteristics of petroleum deposits and relevant aspects of American 
property law; history and description of state and federal conservation laws 
and policies; special problems of natural gas; evaluation of existing American 
oil and gas conservation programs; weaknesses of the programs; future energy 
availability. A good deal of essential information is imparted, and a reasoned 
defense is presented—satisfactory at least in broad qualitative terms—of the 
existing control system as superior to none at all from a conservation stand- 
point. The book as a whole, however, is disappointing in a number of ways, 
of which the following stand out. 

First, it is excessively long in the light of its substantive content, very 
discursive in style, and lacking in rigor when engaged in analysis and in 
compression when engaged in description. Second, the basic definition of 
(ideal) conservation embodies an inelegant and seriously inexact approxima- 
tion to the correct definition. Zimmermann generally appears to view the 
conservation goal mainly as one of maximizing the aggregate physical re- 
covery of oil from any pool over time (without explicit regard for the relation 
of cost to recovery, for the price or value pattern through time, or for a time 
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discount rate), and secondarily as the protection of the property rights of 
producers. His confusion on this point is underlined when he argues that ac- 
cepted formulations for conserving by maximizing the discounted present 
private or social net value of a resource deposit are inapplicable to petroleum, 
largely because underground petroleum has “a will of its own” in coming out 
of the ground. (It is obvious that the present-value-maximum formulations 
survive nicely if this “independent will” of petroleum is appropriately recog- 
nized by postulating certain intertemporal relations between present and de- 
ferred costs and yields.) The lack of a precise and generally correct standard 
for ideal conservation does not seriously affect the evaluations of actual con- 
servation performance, however, since these evaluations are made only in most 
loose and general terms. 

Third, the evaluation of the actual working of the American curtailment- 
and-proration schemes is seriously marred by the lack of any adequate or 
close consideration of the probable extent to which the predominance of — 
“equitable” as opposed to engineering considerations in arriving at pool and 
well quotas under state proration laws has deprived curtailment of its po- 
tential (and asserted) advantages as a conservation measure. The subject is 
mentioned but not pursued; it has been treated extensively in other writings. 
Fourth, there is similarly no adequate consideration of the extent to which, 
under our system of controls, wastefully intensive and misplaced drilling of 
wells has been limited, of the actual industry performance in this regard rela- 
tive to the ideal, or of the net damage to conservation done by this perform- 
ance. This omission stems in part from the fact that well-spacing laws and 
their effects are really discussed for the first time in the “evaluation” chapter 
—the four earlier chapters on conservation laws having been devoted almost 
entirely to curtailment and proration activities—and that the ultimate belated 
discussion of well-spacing legislation and its effects is cursory in the extreme. 

Finally, there is no real comparison of the relative conservation merits of 
our control system and one of unitization in the development of individual 
oil pools. Unitization is acknowledged as an engineering ideal, but shortly 
dismissed as usually impractical in this country for various technical and 
political reasons. Thus, although we are offered some judgments on how much 
better our controls are than none at all, there are substantially no judgments 
as to how much worse our controlled system is than one which secures unit- 
ization. On this point, voluminous comparative materials on unitized develop- 
ments abroad have been almost entirely neglected. 

Taking such deficiencies of the book into account, and considering the 
residue, we discover a not very thoroughly documented argument to the effect 
that curtailment of oil outputs, cum proration, in a setting of nonunitized and 
otherwise lightly regulated exploitation of oil resources, probably enhances 
ultimate aggregate yields of petroleum and very likely enhances and stabilizes 
oil-producers’ incomes. This position deserves support, but the work which 
supports it is not an adequate treatise on conservation problems in the pro- 
duction of petroleum. 

Jor S. BaIn 


University of California, Berkeley 
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Farm Prices—Myth and Reality. By W. W. Cocurane. Minneapolis: Uni- 
versity of Minnesota Press, 1958. Pp. vii, 189. $4.00. 

The ambitious objective of Farm Prices is to find a “new dimension” in 
farm policy and a solution of the farm problem as the author sees it: prices, 
incomes and surpluses. 

Cochrane maintains that there exists a “myth,” widely held by the public, 
that if left alone or nearly alone, agriculture will gravitate towards a desirable 
price and income pattern and level (Ch. 1). In reality, however, prices and 
incomes fluctuate widely: variability and instability of these two factors are 
actually the norm in agriculture (Ch. 2). To throw a theoretical searchlight 
on this behavior, the aggregate demand for food (with its characteristically 
low price elasticity), the aggregate supply of food (with its characteristically 
very low elasticity) and the all-pervading role of technological advances in 
increasing food production are analyzed to explain the sharp fluctuations in 
prices and incomes (Ch. 3). In this context, it is stated that “it is wrong, as 
wrong as can be, to conclude that a falling farm price level will reduce total 
farm output” (p. 51). The cobweb analysis is used to interpret—or better, 
partly interpret—price variability of individual commodities (using potatoes, 
hogs and milk as examples); the meaning and usefulness of changes in rela- 
tive prices is outlined (Ch. 4). Cochrane further predicts that the supply of 
food will outdistance demand during the next two decades. He dramatically 
describes how farmers—in the competitive market in which they operate—are 
running faster and faster on the treadmill “in the quest for higher incomes 
growing out of the adoption of new and more productive techniques” (p. 
105) and are actually losing out in terms of their relative income position 
(Ch. 5). 

Up to this point, the author has traveled over territory familiar to friends 
of agriculture. In his search for a new policy dimension in the remaining three 
chapters, Cochrane first describes the role of value judgments in policy- 
making; exposes his own value scheme; and justifies the role of economists 
as policy advisers (Ch. 6). He recommends that more members of the pro- 
fession “openly and unashamedly attempt to play the role of social scientists” 
(p. 127), meaning that they consider other than purely economic factors and 
concepts—though he overlooks that the training of agricultural economists 
today is anything but designed to instill in them the knowledge or the courage 
to grapple with broad policy implications. He examines the five major ap- 
proaches to the price-income-surplus problem (free market, flexible price sup- 
port, farm efficiency, fixed price support, domestic food consumption expansion) 
and concludes that they are “blind alleys”: unable to afford access to their 
objectives and likely to raise more troubles (Ch. 7). While his criticisms are 
not justified for all “approaches” (even if taken individually), Cochrane cor- 
rectly concludes that a highly commercialized and efficient agriculture will 
enhance the surplus food problem (p. 143). He is also pessimistic with re- 
spect to the possibility of sharply expanding food consumption through the 
demand-expansion approach and thereby solving the price-income problem 
(p. 150 ff.). Finally, Cochrane endorses production and marketing controls 
for the most important food commodities to bridle the “technological monster” 
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and production (Ch. 8) through “the annual determination of the quantity 
of a commodity that a given market will take at a price defined as fair to pro- 
ducers and consumers alike” (p. 168). 

Production and marketing controls are an appealing proposal. It is indeed 
hard to convince oneself that Congress will not adopt the measures outlined 
by Cochrane, maybe as the line of least resistance. We have such controls 
now, and their proposed expansion is the crux of Cochrane’s discussion. One 
could take issue with his endorsement of such a program on the grounds that 
his argument is built on false premises: namely that his quarrel is not with 
the public, but with a few prominent “spokesmen for agriculture” who cling 
to the self-equilibrating-market-myth and who are like those psychologists 
about whom Freud said that they ignored what nursemaids had known for 
centuries about the nature of child behavior. The second false premise might 
be that “society wants to get out of the business of supporting farm prices 
and incomes; this is abundantly clear” and that society will not choose to 
pay several billion treasury dollars a year for such supports (p. 164). Such 
assumption is contrary to fact. “Society” has been in this business for years, 
and our modern industrial economy seems bent, consciously and purposefully, 
on providing income security for all its sectors. Cochrane also fails to bring 
into the proper limelight the incidence and nature of the direct and indirect 
costs of controls. He does not explain, for instance, those social costs which 
would arise out of the bridling of that “technological monster” responsible 
for the farm problem. It is one thing to limit production—another to restrict 
innovations. Are we to prohibit research, cut funds of experiment stations and 
extension services, shelve new seeds and fertilizers? To withhold from dis- 
cussion this vital topic leaves unanswered one possible source of “more 
troubles” which the author wants to avoid. But let us comment about 
farm prices on the author’s own battleground. Js supply control a new di- 
mension? 

According to the Food and Agricultural Organization, chronic under- 
nourishment affects “something like half the world’s people; R. L. Meier in 
his exciting Science and Economic Development (1956) predicts a world food 
crisis within the next 25 years. The estimates might be exaggerated and Meier 
might be wrong; but the fact remains of hunger on a tremendous scale. If 
one tackles the American farm problem as a “social scientist” (not as an 
economist or a politician) as Cochrane tries to do, then the “new dimension” 
ought to take these facts into account; it ought to go beyond the limits of the 
requirements of the national market and the balancing of national demand 
and supply, and recognize that for the hungry the preoccupation with equat- 
ing food supplies with effective demand is a waste of breath. It ought to assert 
that the Treasury costs of supporting a prosperous and expanding agriculture 
is one of the cheapest long-run investments the American public can make to 
over-all social welfare for no other reason than that this nation occupies a 
role of political, social and economic preponderance. It ought to devise new 
ways and means of giving away or selling food to the undernourished without 
causing resentment. Production controls are a pessimist’s solution. They 
ignore the revolutionary contribution which, in theory and practice, U.S. 
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agriculture is making to the solution of the most urgent world problem: 
hunger. They imply that when the Malthusian doctrine is about to 
be shown wrong, well then—lets give it a twist of the arm and make it come 
true. In this solution, technology is like the water-carrying broom which 
fioods the house when the apprentice has forgotten the formula. Now we must 
wait for the master who will turn the power of technology to good use— 
because from the broad, long-run viewpoint, the production- and technology- 
control program is not the magic word. 
ERNEST FEDER 
University of Nebraska 


Labor Economics 


A Decade of Industrial Relations Research, 1946-1956. Edited by Nem W. 
CHAMBERLAIN, FRANK C. Pierson, THERESA WoLFson. Industrial Re- 
lations Research Association publication No. 19. New York: Harper and 
Bros., 1958. Pp. viii, 205. $3.50. 

This book constitutes the first part of a decade’s survey of contemporary 
literature in the field of industrial relations which was decided upon by the 
Industrial Relations Research Association some years ago. A second volume 
is to follow. 

In the present volume six areas are treated by seven authors: (1) Union 
Government and Union Leadership (Joel Seidman and Daisy Tagliacozzo) ; 
(2) Collective Bargaining (Joseph Shister); (3) Wage Determination in 
Theory and Practice (Melvin Reder); (4) The Economic Effects of Union- 
ism (George H. Hildebrand); (5) Employee Benefit Plans (Robert Tilove) ; 
(6) The Labor Movement Abroad (Adolf Sturmthal). The basis for the selec- 
tion of these areas was—according to the Preface—not any logical relation 
between them, but the fact that in each of them a considerable amount of 
research had been done. This fact in turn bespeaks their importance to the 
labor economist. 

The several studies, each of them from 25 to 40 pages long, follow the same 
general plan: each essay discusses the issues and problems in the particular 
area and their treatment by various authors, and suggests topics which 
appear to call for further study. These essays are followed by bibliographies 
of from 60 to nearly 100 titles consisting mostly of books and articles pub- 
lished in the professional or semiprofessional journals. Also listed are papers 
delivered at conferences and, especially in the study of Employee Benefit 
Plans, the authentic source material in the various official publications of 
federal, state, insurance and other agencies having to do with these plans. 

The conception of the essays varies somewhat from author to author. 
Some expound primarily the writings in the field. Others discuss and analyze 
independently the problems and issues involved, and refer to the various 
writings on them more by way of references to the subsequent bibliography. 
Still others strike a balance between these approaches. In some the bibliographi- 
cal references are at times expanded into brief abstracts. A somewhat question- 
able feature—in this reviewer’s opinion—is the expression of occasional 
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unsubstantiated value judgments like “the best of these . . .” which are likely 
to create a perhaps unwarranted bias in the reader’s mind. 

Suggestions for further research call partly for empirical studies of particu- 
lar fields, partly for more work on theory. Desiderata in the first class are: 
more studies of the actual working of formal union machinery and of the 
human factors, individual and group, in union leadership and policies; investi- 
gations of the impact of health plans on medical care, of the effects of govern- 
ment regulation of benefit plans and the need for new legislation; comparisons 
of the apparent effects of unionism in various countries. More theoretical work 
is desired with regard to the changing aspects of collective bargaining; and as 
to wage determination, where the issue of the competitive hypothesis versus 
the institutional approach needs clarification. Also there is need for a more 
general theory of the labor movement to be based on industrialization rather 
than capitalism as the challenge to labor. 

Naturally all these studies are most useful in quickly informing academic 
and business researchers, teachers, executives and labor leaders on the prob- 
lems in the several areas, on practices and methods applied in industrial 
relations, and on the literature concerning them. 

Regarding the form of the publication, however, there is a question on this 
reviewer’s mind: Is the book form—slow in being put together, and static in 
its very nature—best suited to the purpose? Or might it not be preferable to 
make such bibliographical studies of particular areas a more or less regular 
feature of the professional journals? If the essay parts were condensed, and the 
bibliographical material expanded in the direction of concise abstracts, such 
studies, one at a time, might be used periodically to supplement book reviews, 
notes and lists of publications. 

Joun V. SPIELMANS 

University of Wisconsin, Milwaukee 


The Maritime Story : A Study in Labor-Management Relations. By JosEPu P. 
GotpBerc. Cambridge, Mass.: Harvard University Press, 1958. Pp. xv 
+ 361. $6.50. 

This well-written volume is one of a projected series of studies of the history 
of American labor-management relations during the period of major trans- 
formation therein beginning in the ’twenties. It is the first of a number which 
will deal with particular industries, companies, and unions of special interest. 
The author is a long-time specialist in labor-management relations, and is 
currently with the Bureau of Labor Statistics. His writing exhibits a thorough 
familiarity with the complexities of the union situation in the maritime area, 
and he has succeeded in producing an account which is both absorbing and 
analytical of the events, personalities, and trends during this period. 

The study has a felicitous chronological organization. He begins with some 
account of the relatively oppressed condition of American seamen, as com- 
pared with shore workers, at the end of the nineteenth century—a time when 
the American wooden sailing ships were being forced out of business by steel 
and steam under foreign flags, and by lower labor costs abroad, and when 
American steam vessels were making little headway against railroad rivalry 
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at home and inadequate aid in the offshore trades. The despicable labor record 
of that era, which was full of the use of brass knuckles, hazing, ship jumping, 
wild, crime-ridden waterfronts, improperly manned ships, and brutal, though 
traditional maritime law, is well outlined, but the author could have improved 
his presentation by a more complete discussion of the fundamental economic 
disadvantage under which the industry labored. He then turns his attention to 
the beginnings of collective bargaining on the West Coast, to the career of 
Andrew Furuseth, the Seamen’s Act of 1915 and the controversies which 
surrounded it. Although this section is very illuminating, he largely ignores 
the problems created by high costs in one segment of the competitive world 
merchant fleet. 

He then turns to the core of the study, the rise of union organization and 
the improvement of labor conditions at sea as a result. He discusses in turn the 
rise of unionism during the first world war, despite the opposition of the 
Shipping Board, its collapse in the ’twenties with the return of intense inter- 
national competition, the resurgence in the latter ’thirties under the twin 
stimuli of government assistance to shipping under the Merchant Marine 
Act of 1936 and the labor policy of the New Deal, the vast expansion and 
excellent record of the maritime labor organizations in the second world war, 
and finally the achievement in the postwar period of a system of orderly 
relations characterized by union job control, employer acceptance, more re- 
sponsible union leadership, and wages and working conditions comparable to 
those existing shoreside. He concludes with a useful chapter which analyzes the 
seamen’s problem, summarizes present practices, and reviews the history. 
Throughout run several important themes: the struggle of labor against 
centrifugal forces, the distinctive role of the federal government through its 
ownership and control of vessels and its subsidies, the vast improvement in the 
status and rewards of seamen during the period, and finally the gradual emer- 
gence of the distinctive bargaining and hiring system which in his view has at 
last brought stability to a chaotic situation. 

The key figures in the maritime labor movement—Andrew Furuseth, Joseph 
Curran, Harry Lundberg, and Harry Bridges—emerge with some clarity. Many 
will find these portraits of particular interest. With respect to the last named 
one might indeed like to have more explicit statements regarding communist 
affiliations, but the writer contents himself with stating the opinion of Curran 
and Lundberg that Bridges was under communist influence. 

The major defect of the study is that it is almost entirely a history of 
unionism and of labor relations as seen by the unions. The industry leader- 
ship, though mentioned from time to time, is shadowy throughout, and its 
views are not very fully reported. Apart from the few general works on 
merchant shipping the writer has relied mainly on union papers and on govern- 
ment reports, especially those dealing with maritime labor problems. There 
was almost no use of management records, which might add some other 
judgments. In particular, problems of labor efficiency are neglected. Despite 
this weakness the author preserves a remarkable balance; the study is in no 
way to be classed as a propagandist labor work. 

Another important defect is the absence of any satisfactory discussion of 
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international competition in shipping and its significance for this segment of 
American labor. Beyond the stubborn opposition of the shipowners to all im- 
provements, unenlightened as it often was, one sees only faintly the pressures 
of efficient European and even Oriental labor, of more efficient foreign-built 
ships, and of falling berth and charter rates. It is true that the author very 
explicitly recognizes that the achievement of full shoreside parity for American 
seamen has depended mainly on government aid through differential subsidies, 
the fifty-fifty rule with respect to the shipment of foreign aid cargoes, and in 
other ways. But this recognition is hardly enough. Has the wage differential 
widened in recent years? What has been the impact of American collective 
bargaining on that abroad and vice versa? Are American ships increasing or 
decreasing in their labor efficiency as compared with foreign flags? How have 
maritime labor costs changed as compared with those in railroads and motor 
transport? To such questions one can find no answer in this otherwise very fine 
study. Nevertheless the work ably illuminates a heretofore dark corner of 
maritime history. 
Joun G. B. HutTcHins 
Cornell University 


The Worker Views His Union. By Jort Seman, Jack Lonpon, BERNARD 
Karsu, and Daisy L. Tacriacozzo. Chicago: University of Chicago 
Press, 1958. Pp. x, 300. $5.75. 


Prior to the 1950’s there was little published research on local unions. This 


_ volume is a comparative study of the attitudes of workers in six local unions 


toward their unions, employers, and jobs. While the authors have previously 
published much of this material in journal form, some of it has appeared in 
journals not regularly read by professional economists. 

Each local was chosen to represent a broad area of the American labor 
movement: a coal-miners’ local to represent workers in a one-industry area 
with strong union traditions and authority concentrated in the national offi- 
cials; a plumbers’ local to depict the craft-conscious building trades; a tele- 
phone-workers’ local to represent white-collar workers; a knitting-mill local 
to exemplify workers’ attitudes in a newly formed local after an organiza- 
tional strike; and farm-equipment and steel-workers locals as illustrations of 
aggressive unionism in the mass-production industries. The authors are careful 
to note that these locals are all in the Midwest, that they would have preferred 
using more locals, but limited time and money prevented the extension of the 
study to cover additional unions. 

This volume affords good evidence of the attitudes of members toward their 
union, but we can touch in this review on only a few of the findings. Readers 
may be particularly interested in the different attitudes of the leadership and 
the membership toward union participation in politics and factionalism. When 
asked some form of the question “Should unions be active in politics?” a clear 
majority of the rank-and-file members in all but the steel and farm-equipment 
locals answered in the negative; in the steel and farm-equipment locals only 
about one-half favored political action by their union. The leadership, on the 
other hand, generally favored union political activity. 
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In the steel and farm-equipment locals the workers opposed factionalism, 
and the leadership favored it. The workers tended to view the union as a 
collective bargaining institution and therefore wanted unity, while the leaders 
were of the view that factionalism preserved democracy in their unions. 
Readers will also be interested in the sevenfold classification of union members 
which the authors present, ranging from the “ideological unionist” at one 
extreme to the “unwilling unionist” at the other. 

The authors explain their methodology and some of its limitations in an 
appendix. They note that a few hundred interviews in six locals is hardly a 
sufficient sample to depict the entire labor movement. However, there are two 
shortcomings in the methodology adopted which were not mentioned by the 
authors. Particular care was taken to select only those locals which were not 
under investigation and whose officials would be cooperative. Local officials 
who are uncooperative are likely to be so because they anticipate, with good 
reason, that the attitude of the membership toward the leaders is likely to be 
somewhat short of overwhelmingly favorable. It is true that interviews with 
members of unions whose officials are uncooperative would be a difficult thing. 
However, by restricting their sample to locals which were not under investi- 
gation and whose leaders were cooperative they were likely to get a sample 
more favorably biased toward the union than is the membership of the labor 
movement as a whole. 

Your reviewer feels that the choice of telephone workers to be representative 
of the white-collar workers was unfortunate to begin with. Although telephone 
operators dress neatly and the work is clean, that is where the similarity to 
white-collar workers ends. They are subject to at least as tight a discipline 
as are factory workers; the operators cannot talk with one another while 
working, they work odd hours and split shifts, must obtain permission to leave 
their work, and are closely supervised. There are many unions containing 
locals whose members would better fit the category of “white-collar workers” 
than would a local composed primarily of telephone operators. 

Furthermore, the value of this study would have been enhanced had more 
quantitative measures been provided. The authors frequently use such im- 
precise terms as “some,” “substantial minority,” “many” and “a number of.” 

These criticisms do not detract from the usefulness of this study. It is a valu- 
able addition to the literature on local unions. As such, it will prove helpful to 
students of labor-management relations and to partisans on both sides of the 
fence. 

EDWARD ROSENBAUM 


The American University 


j 
: 


TITLES OF NEW BOOKS 
General Economics; Methodology 

Branot, K., ed. Festschrift zum 70. Geburtstag von Walter G. Waffenschmidt. Meisenheim/ 
Glan: Anton Hain K.G., 1958. DM 19,30. 

Fasricant, S. Investing in economic knowledge. Thirty-eighth annual report, a record for 
1957 and plans for 1958. New York: Nat. Bur. Econ. Research, 1958. Pp. 108. 

Harsury, C. D. Descriptive economics. London: Pitman, 1957. Pp. xiv, 258. 12s. 

Lacrorx, J., Ruver, R., AnD oTHERS. Recherches et dialogues—philosophiques et écono- 
miques. Cahiers no. 55. Paris: L’Inst. Sci. Econ. Appliquée, 1957. Pp. 53. 

McKenna, J. F. Intermediate economic theory. New York: Henry Holt (Dryden Press), 
1958. Pp. xiv, 319. $4.90. 

Myrpat, G. Value in social theory. A selection of essays on methodology, edited by P. P. 
Streeten. London: Routledge & Kegan Paul, 1958. Pp. xlvi, 269. 32s. 

Nevin, E. Textbook of economic analysis. New York: St. Martin’s; London: Macmillan, 
1958. Pp. xiv, 422. $4.50. 

OrtieB, H.-D., ed. Hamburger Jahrbuch fiir Wirtschafts- und Gesellschafts-politik. 1958 
ae J. C. B. Mohr (Paul Siebeck), 1958. Pp. 263. Cloth DM 18, —; paper 

Popper, K. R. The poverty of historicism. London: Routledge & Kegan Paul, 1957. Pp. xi, 
166. 16s. 

Rerruincer,. A. Soziale Marktwirtschaft auf dem Priifstand. Frankfurt/Main: Fritz 
Knapp, 1958. DM 6,40. 

Rosertson, D. Lectures on economic principles. Vol. II. London: Staples; New York: 
John de Graff, distrib., 1958. Pp. 162. $3.50. 

SaMvuELson, P. A., Roprnson, R. anp Batpwin, G. B. Study guide and workbook to ac- 
company Samuelson: Economics, 4th ed. With Instructor’s manual and answer key. 
New York: McGraw-Hill, 1958. Pp. ix, 243; xii, 148. 

Scotter, K. Neuere Entwicklungen in der Theorie der Wirtschaftspolitik. Walter Eucken 
Inst., Vortrage und Aufsatze, no. 1. Tiibingen: J. C. B. Mohr (Paul Siebeck), 1958. 
Pp. 26. Dm 2,50. 

Smackte, G. L. S., ed. A new prospect of economics—an introductory textbook by mem- 
bers of the staff of the Department of Economics in the University of Liverpool. Liver- 
pool: Liverpool Univ. Press, 1958. Pp. xiv, 498. 30s. 

Tucker, G. M. Common-sense economics. Harrisburg, Penn.: Stackpole, 1957. Pp. xiii, 
289. $3.75. 

Prospective. Centre Internat. de Prospective, pub. no. 1. Paris: Presses Univ. France, 1958. 
Pp. vii, 93. 450 fr. 

Six short essays in the present volume deal respectively with the prospects for agri- 
culture, industry, transportation, administration, health, and “economic problems.” 
Staatslexikon—Recht Wirtschaft Gesellschaft. Vol. II, Beziehungslehre bis Erbrecht. New 

York: Herder and Herder; Freiburg: Herder, 1958. Pp. 1231. $21.50. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
Anciotin1, V. Contributo allo studio di una categoria neoclassica—la teoria del valore 

strumento per l’analisi quantitativa. Padua: CEDAM, 1957. Pp. 249. L. 2000. 


Barsrert, G. Fonti per la storia delle dottrine economiche. Dall’antichita alla prima 
scolastica. (Sources for the history of economic doctrines—from antiquity to the first 
scholastics.) Milan: Marzorati. Pp. 516. L.4000. 


n, 
a 
rs 
S. 
rs 
in 
a 
vO 
he 
ot 
Is 
od 
be 
th 
g. 
le 
or } 
ve 
ne 
to 
ne 
ile 
ve 
ng 
re 
n- 
Beg 
u- 
to 
he | 


1076 THE AMERICAN ECONOMIC REVIEW 


Boucuarp, M. Théorie du salaire et conventions collectives. Montreal: Faculté des Sci. 
Soc. Econ. et Pol., Univ. Montreal, 1957. Pp. 329. 

Crosara, A. A. Sull’esborso del consumatore e sul comportamento del venditore. Rome: 
Ed. Studium, 1958. Pp. 79. L.800. 

D’Irroriro, T. La determinazione dei costi di produzione e di distribuzione. (The de- 
termination of production and distribution costs.) Rome: Abbaco, 1957. Pp. 444. 
L.4000. 

Foc, B. Priskalkulation og Prispolitik. En analyse af prisdannelsen i dansk industri. 
(Price calculation and price policy—an analysis of the formation of prices in Danish 
industry.) A dissertation. Copenhagen: Einar Harcks, 1958. Pp. 292. DKr. 36. 

Fossat1, E. Essays in dynamics and econometrics. Chapel Hill: Dept. Econ., Univ. N. C., 
1955. Pp. 36. 

Geyer, H. Untersuchungen iiber die Theorie des dynamischen makrodkonomischen 
Kernprozesses. Berlin: Duncker & Humblot, 1957. Pp. 170. DM 17,—. 

Gracatone-Monaco, T. Vilfredo Pareto, dal carteggio con Carlo Placci, con 40 lettere 
inedite. (V. Pareto, correspondence with C. Placci, with 40 letters not previously pub- 
lished.) Padua: CEDAM, 1957. Pp. 134. L.700. 

Kaptan, A. D. H., Dieta, J. B. anp LanzittortT1, R. F. Pricing in big business—a case 
approach. Washington: Brookings Inst., 1958. Pp. xiv, 344. Cloth $5.; paper $2. 

Lepret, L.-J., Avsertin1, J.-M., Franxet, S.-H., Cétestin, G., AND PErRroux, F. 
Economie et civilisation. Vol. 2, Science économique et développement. Paris: Ed. 
Ouvriéres, 1958. Pp. 136. 810 fr. 

Lomparpint, S. L’analisi della domanda nella teoria economica. (Demand analysis in 
economic theory.) Milan: A. Giuffré, 1957. Pp. viii, 204. L.1000. 

Mazzoccut, G. Risparmio e ciclo economico. (Saving and the business cycle.) Milan: 
A. Giuffré, 1957. Pp. 168. L.1200. 

Nertove, M. Distributed lags’ and demand analysis for agricultural and other commodi- 
ties. Dept. Agric., Agric. handbook no. 141. Washington: Supt. Docs., 1958. Pp. 121. 
60¢. 

Oort, C. J. Decreasing costs as a problem of welfare economics. Amsterdam: Drukkerij 
Holland, 1958. Pp. xii, 187. $1.50. 

ZEUTHEN, F. Videnskab og Velfaerd—i gkonomisk politik. kgébenhavns Univ. Mkon. Inst., 
stud. no. 1. (Science and welfare in economic policy.) Copenhagen: G. E. C. Gads, 
1958. Pp. 97. 

Francois Quesnay et la physiocratie. I, Préface—études—biographie—bibliographie. II, 
Textes annotés. Paris: Inst. Nat. d’Etud. Demograph., 1958. Pp. 1056. 3600 fr. 


Economic History; Economic Development; National Economies 

Acuzar, P. pve. Integragio e desenvolvimento econémico. Salvador, Bahia: Livraria Pro- 
gresso, 1958. 

Anprus, J. R. anp Monammep, A. F. The economy of Pakistan. Stanford: Stanford 
Univ. Press, 1958. Pp. xviii, 517. $8.50. 

Baum, W. C. The French economy and the state. A RANp research stud. Princeton: 
Princeton Univ. Press, 1958. Pp. xvi, 391. $7.50. 

Boyon, J. Le Ghana. Coll. Fond. Nat. des Sci. Pol., no. 93. Paris: A. Colin, 1958. 1200 fr. 

Butrarp, R., ed. The Middle East—a political and economic survey. 3rd ed. New York: 
Oxford Univ. Press, for Royal Inst. Internat. Affairs, 1958. Pp. xviii, 569. $9. 

Carpet, M. Traité d’économie tropicale. Les économies d’A.0.F. Paris: Lib. Géné de Droit 
et de Juris., 1958. Pp. 348. 3000 fr., or 1500 fr., CFA. 

CHarvonneT, J. L’économie francgaise—étude géographique d’une décadence et des 
possibilités de redressement. Etud. pol., écon. et soc., no. 1. Paris: Dalloz, 1958. Pp. 
452. 2200 fr. 


TITLES OF NEW BOOKS 1077 


CrammonteE, F. Le libéralisme économique et les pays sous-développés—études sur 
Vévolution d’une idée. Etud. d’hist. écon., pol. et soc. no. 23, Geneva: E. Droz; Paris: 
Minard, 1958. Pp. 357. 30 sw. fr. 

ConEN, J. B. Japan’s postwar economy. Bloomington: Ind. Univ. Press, 1958. Pp. xiv, 
262. $6.50. 

Coreman, D. C. The British paper industry 1495-1860—a study in industrial growth. 
New York: Oxford Univ. Press; Oxford: Clarendon Press, 1958. Pp. xvi, 367. $8.80; 
55s. 

Dett’Amore, G. La raccolta del risparmio in rapporto allo sviluppo economico nazionale. 
(The collection of saving in relation to the national economic development.) Milan: 
A. Giuffré, 1957. Pp. 40. L.300. 

Desat, N. B. Report on the administrative survey of the Surat District. Bombay: Indian 
Soc. of Agric. Econ., 1958. Pp. xxv, 336. Rs 12. 

D’HéRovvittE, H. L’économie méditerranéenne. “Que sais-je?” no. 785. Paris: Presses 
Univ. de France, 1958. Pp. 127. 

FisHer, G. W. Income in North Dakota, 1929-1956—a study of economic development in 
North Dakota as reflected in personal and gross income data. Soc. sci. monogr., no. 1. 
Fargo: North Dakota Inst. Reg. Stud., North Dakota Agric. College, 1958. Pp. 26. 

GersporFF, R. von. Massnahmen zur Forderung der privaten Kapitalbildung im Portu- 
giesischen Reich—Sparmédglichkeiten und Finanzierungsmethoden in Entwicklungsge- 
bieten. Staatswissenschaft. stud. n.F. 33. Zurich: Polygraph. Verlag, 1958. Pp. xvi, 265. 
12.45 sw.fr. 

Gramann, K. Dutch-Asiatic trade 1620-1740. The Hague: Martinus Nijhoff, 1958. Pp. xi, 
384. f 23.—. 

Graztant, A. Sviluppo economico e produttivita del capitale. (Economic development and 
productivity of capital.) Naples: E. Jovene, 1957. Pp. 136. L.1250. 

HaBakkuk, J. H., anv oTHeERs. Lectures on economic development. (Etudes sur le 
développement économique.) Istanbul: Faculty Econ., Istanbul Univ. and Faculty 
Pol. Sci., Ankara Univ., 1958. Pp. vii, 200. 7.20 TL. 

Jones, F. C. Hokkaido—its present state of development and future prospects. New 
York and London: Oxford Univ. Press, under auspices of Royal Inst. Internat. Affairs, 
1958. Pp. viii, 146. $3.40; 21s. 

Jucxer-FLeetwoop, E. E. Economic theory and policy in Finland 1914-1925. Basle Centre 
for Econ. and Fin. Research, ser. B, no. 1. Oxford: Basil Blackwell, 1958. Pp. xviii, 109. 
15s. 

Kuan, M. S. Schumpeter’s theory of capitalist development. Aligarh: Muslim Univ., 
1957. Pp. viii, 175. 

K1a-Ncav, C. The inflationary spiral—the experience in China, 1939-1950. New York: 
Wiley and Technology Press; London: Chapman & Hall, 1958. Pp. xvii, 394. 

KrenceEL, R. Anlagevermégen, Produktion und Beschiaftigung der Industrie im Gebiet 
der Bundesrepublik von 1924 bis 1956. Berlin: Duncker & Humblot, 1958. DM 13,60. 

Le Lannov, M. anv Wotre, J. Brésil. Cahiers no. 63. Paris: L’Inst. Sci. Econ. Appliquée, 
1958. Pp. 80. 

Matter, P. La structure économique de la France. “Que sais-je?” no. 791. Paris: Presses 
Univ. de France, 1958. Pp. 126. 

MansercH, N., AND OTHERS. Commonwealth perspectives. Duke Univ. Commonwealth 
Stud. Center pub. no. 8. Durham: Duke Univ. Press; London: Cambridge Univ. Press, 
1958. Pp. viii, 214. $4.50. 

“These essays represent revised versions of faculty contributions to a Joint Seminar 
conducted at Duke University in the spring of 1957. The broad purpose . . . was to 
provide . . . an introduction to Commonwealth problems and to the possibilities for 
advanced research therein. The faculty participants—economists, historians, political sci- 
entists—contributed to the objectives of the Seminar through a series of papers in which 


3 
i. 
h 
5 
e 
e 
i* 
j 
t 
; 


1078 THE AMERICAN ECONOMIC REVIEW 


they brought to bear the research and analytical techniques of their respective disci- 

plines.” (From the preface.) 

Marrama, V. Saggio sullo sviluppo economico dei paesi arretrati. (An essay on the 
economic development of backward countries.) Turin: G. Einaudi, 1958. Pp. xi, 396. 
L.3500. 

Maver, K. B. anp Goxpstetn, S. Migration and economic development in Rhode Island. 
Providence: Brown Univ. Press, 1958. Pp. vii, 64. $1.75. 

Montcomery, V. E. anp VAN Doren, C. S. The economy of the central region of South 
Dakota. Bull. no. 53. Vermillion: Bus. Research Bur., Univ. S. Dakota, 1957. Pp. 80. 
Ounxawa, K. The growth rate of the Japanese economy since 1878. Tokyo: Kinokuniya 

Bookstore, 1957. Pp. v, 250. 

Raman Rao, A. V. The economic development of Andhra Pradesh 1766-1957. Bombay: 
Popular Book Depot, 1958. Pp. xi, 384. Rs 18.75. 

Rancnexkar, D. K. Poverty and capital development in India. New York: Oxford Univ. 
Press, for Royal Inst. Internat. Affairs, 1958. Pp. xii, 316. $6.75. 

Samvuetson, K. Ekonomi och religion. (Economy and religion.) Stockholm: KF :s Forlag, 
1957. Pp. 175. SKr. 11. 

Tanc, A. M. Economic development in the Southern Piedmont, 1860-1950—its impact 
on agriculture. Chapel Hill: Univ. N. C. Press, 1958. Pp. xv, 256. $6. 

THatserc, B. Grunntanker bak gkonomiska utbyggingskrav i Norge 1945-1955. (Thoughts 
underlying demands for economic investments in Norway 1945-1955.) Oslo: Univer- 
sitetsforlaget, 1957. Pp. 104. 

Tompson, J. H. anp Jennincs, J. M. Manufacturing in the St. Lawrence area of New 
York State—an analysis of the factory distribution and the regional advantages and 
disadvantages of St. Lawrence, Jefferson, and Franklin Counties. Syracuse: Syracuse 
Univ. Press, 1958. Pp. xi, 137. $4. 

Toscu1, U., director. L’economia industriale della Regione Trentino-Alto Adige. Vol. I, 
(1) Fondamenti; (2) Struttura e problemi; (3) Monografie. Vol. II, (1) Fondamenti. 
Ufficio Coord. Stat. e stud., no. 4. Trento: Assessorato Indus. Commercio Turismo e 
Trasporti, Reg. Trentino-Alto Adige, 1957. Pp. xxx, 352; 469; 382; 418. 

Analyses and projection of economic development. III, The economic development of 
Colombia. UN pub. 1957.11.G.3. New York: Columbia Univ. Press, 1958. Pp. xii, 454. 
$4.50; 19.50 sw-fr. 

Appraisal and prospects of the second five-year plan. Delhi: Manager of Pub., India 
Planning Comm., 1958. Pp. 97. 

Area Redevelopment Act. Report of the House Committee on Banking and Currency, 85th 
Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 41. 

The challenge to America—its economic and social aspects. Spec. Stud. Project, panel rept. 
IV. New York: Rockefeller Bros. Fund, 1958. Pp. 78. 

Development corporations and authorities. Reports, statutes, and other materials on 
state and local development corporations and authorities, Senate Committee on Bank- 
ing and Currency, Apr. 18, 1958. Washington: Supt. Docs., 1958. Pp. 276. 

Economic developments in the Middle East 1956-1957. World economic surveys, suppl. 
no. 6. New York: Dept. Econ. and Soc. Affairs, United Nations, 1958. Pp. ix, 163. 

Economic survey 1957. Stockholm: Svenska Handelsbanken, 1958. Pp. 66. 


Economic survey 1956—Finland. Helsinki: Div. Econ. Affairs, Ministry of Finance, 1956. 
Pp. 116. 

La dinamica del reddito in una fase di sviluppo. Rome: Confederazione Ital. Sindacata 
Lavoratori, 1957. Pp. 324. L.1500. 

The “little” ec ies—problems of U. S. area development. Papers delivered at the 
semi-annual meeting of the board of trustees, New York City, May 29, 1958. New 
York: Com. for Econ. Develop., 1958. Pp. 60. 
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Privreda Fnrj—u periodu od 1947-1956 godine. (The development of the economy of 
Yugoslavia, 1947-1956.) Belgrade: Economski Inst. Fnrj, 1957. Pp. 396. 

Problems of United States economic development. 2 vols. New York: Com. for Econ. 
Develop., 1958. Pp. 650. $5. 

Ricerca scientifica e progresso economico. (Scientific research and economic progress.) 
Proceedings of a congress held in Rome, Dec. 1956. Rome: Unione Ital. delle Camere di 
Commercio, 1957. Pp. 526. L.4000. 


Statistical Methods; Econometrics; Social Accounting 

Cuew, V., ed. Experimental designs in industry. A symposium held Nov. 5-9, 1956 at 
North Carolina State College, by the Inst. of Statistics, State College Sec., Raleigh, N.C., 
sponsored by Mathematics Div., Air Force Office of Scientific Research. New York: 
Wiley; London: Chapman & Hall, 1958. Pp. xi, 268. 

Fua’ G. Reddito nazionale e politica economica. (National income and economic policy.) 
Turin: G. Einaudi, 1957. Pp. xi, 272. L.2500. 

Grinic, F. Versuch einer Vermégensrechnung der Deutschen Bundesrepublik. Berlin: 
Duncker & Humblot, 1958. DM 5,—. 

LuBELL, H., Wetssrop, H. anp R. Israel’s national expenditure 1950-1954. 
Falk Project for Econ. Research in Israel and Central Bur. Stat. spec. ser. no. 74. 
Jerusalem: Falk Project for Econ. Research; New York: Kelley and Millman, distrib., 
1958. Pp. xv, 93. $2. 

Marcnat, J. anp Lecartton, J. La répartition du revenu national. I, Les salariés. II, 
Les non-salariés. Paris. Génin, 1958. Pp. 1100. 3600 fr.; 2400 fr. 

Mrzu9j, P. National gkonomi med dansk gkonomisk statistik. (National economy with 
Danish economic statistics.) Copenhagen: Gads, 1958. Pp. 465. 

Ruizey, V. anp Gass, S. I. Linear programming and associated techniques—a comprehensive 
bibliography on linear, nonlinear, and dynamic programming. Bibliog. ref. ser. no. 5. 
Operations Research Office, Johns Hopkins Univ. Baltimore: Johns Hopkins Press, 1958. 
Pp. x, 612. $6. 

Stepan, F. F. awn McCarruy, P. J. Sampling opinions—an analysis of survey proce- 
dure. New York: John Wiley; London: Chapman & Hall, 1958. Pp. xxi, 451. $12. 

Stockton, J. R. Business statistics. Cincinnati: South-Western, 1958. Pp. viii, 615. $6.75. 

An appraisal of the 1950 census income data. Conference on Research in Income and 
Wealth, Stud. in income and wealth, vol. 23. Princeton: Princeton Univ. Press, for 
Nat. Bur. Econ. Research, 1958. Pp. x, 450. $10. 

The computation of cost-of-living indexes. Washington: Off. Lab. Affairs, Internat. Coop. 
Admin., 1957. Pp. 45. 

A critique of the United States income and product accounts. Nat. Bur. Econ. Research, 
Stud. in income and wealth, vol. 22. Princeton: Princeton Univ. Press, 1958. Pp. x, 589. 
$11.50. 

Données statistiques—statistical data, 1957. (In English and French.) Strasbourg: Sec. 
Doc., Conseil de Europe, 1958. Pp. x, 355. $3.; 1200 fr; 20s. 

Compiled for use of the Council of Europe. Data are provided with regard to European 
population, industrial production, agriculture, transport, foreign trade, national product, 
consumption, prices and wages, and public finance. 

Statistical abstract of the United States—1958. Bur. Census, 79th ed. Washington: Supt. 
Docs., 1958. Pp. xii, 1040. $3.75. 

Statisticka récenka Republicky Ceskoslovenské—1957. Prague:Orbis, 1957. Pp. 326. 
Kés 24,—. 

Unemployment statistics. Hearings before a subcommittee of the House Committee on 
Education and Labor, 85th Cong., 2nd sess., Mar. 19-20, 1958. Washington: Supt. Docs., 
1958. p. 67. 
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Wholesale prices and price indexes, 1954-56. BLS bull. no. 1214. Washington: Supt. Docs., 
1957. Pp. 436. 

Yearbook of national accounts statistics, 1957. New York: UN Stat. Off., 1958. Pp. 236. 
First of a new series superseding “Statistics of national income and expenditures.” 

Basically the same data but with more detailed estimates for more countries and bi- 

lingual (English and French). 


Economic Systems; Planning and Reform; Cooperation 
AvexseeEv, A. M., ed. Ekonomicheskoe sorevnovanie dvukh mirovykh sistem. (Economic 
competition of two world systems.) Moscow: Gospolitizdat, 1957. Pp. 382. Rbl. 9. 
Bouvier, C. La collectivisation de l’agriculture—U.R.S.S., Chine, démocraties populaires. 

Paris: A. Colin, 1958. Pp. 242. 975 fr. 

Gruman, J. M. The falling rate of profit—Marx’s law and its significance to twentieth- 
century capitalism. New York: Cameron Assoc., 1958. Pp. xi, 172. $5. 

Herrman, S., comp. An annotated bibliography of Nikolai I. Bukharin’s published works. 
Fort Collins: Author, Dept. History, Col. State Univ., 1958. Pp. vi, 39. $1. 

Iccers, G. G., transl. The doctrine of Saint-Simon. An exposition. First year, 1828-1829. 
Boston: Beacon Press, 1958. Pp. xlvii, 286. $4.95. 

A translation of the first part of the once-famous series of lectures delivered by fol- 
lowers of Saint-Simon. 

Oertet, R. C. Das System der Sowjetwirtschaft. Berlin: Duncker & Humbolt, 1957. Pp. 
209. DM 18,60. 

Tracey, F. A. The common man. New York: Vantage Press, 1958. Pp. 144. $2.95. 

The author explores “. . . one way in which the Common Man—meaning the average 
men and women—can very effectively eliminate all the important weakness in our 
economy... .” 

Business Fluctuations 

BaKEwELL, P., Jr. Inflation in the United States. Caldwell, Idaho: Caxton, 1958. Pp. 69. 
“The inflation from which our country suffers results from our abandonment of the 

gold standard; the prohibition against the payment or delivery of gold as money within 

the United States; the seizure of gold by our government; the denial to our citizens of 
the right to ownership of gold as money within the United States; and the substitution 
of government debt for gold as the basic banking asset of the banking system in the 

United States.” (From the first chapter.) 

Hartmann, G. Conjonctures économiques d’hier, d’aujord’hui, de demain—quand une 
crise économique pourrait-elle se produire? Geneva: Ed. Générales S.A., 1958. Pp. 171. 
1490 fr. 

Houser, T. V. The cruelest tax. Based on a statement on national policy issued by the 
Research and Policy Committee. New York: Com. for Econ. Develop., 1958. Pp. 23. 50¢. 

Mooney, R. E. anv Date, E. L., ed. Inflation and recession? New York: Doubleday, 
1958. Pp. 96. 

Moore, G. H. Measuring recessions. Occas. paper no. 61. New York: Nat. Bur. Econ. Re- 
search, 1958. Pp. 58. $1. 

Parrapino, G. La recessione economica americana—sintomi, cause rimedi. Rome: Angelo 
Signorelli, 1958. Pp. 182. L.1500. 

Acceleration of public works programs. Hearing before the Senate Committee on Public 
Works, 85th Cong., 2nd sess., Mar. 10, 1958. Washington: Supt. Docs., 1958. Pp. 179. 

Defense against inflation—policies for price stability in a growing economy. New York: 
Com. for Econ. Develop., 1958. Pp. 96. $1. 

Economic forces in the U.S.A. in facts and figures, prepared by the U. S. Dept. of Labor, 
Bur. Labor Statistics in cooperation with Internat. Coop. Admin. 5th ed. Washington: 
S-ipt. Docs., 1957. Pp. 188. 
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Fiscal policy implications of the current economic outlook. Hearings before the Subcom- 
mittee on Fiscal Policy of the Joint Economic Committee, 85th Cong., 2nd sess., April 
28-May 1, 1958. Washington: Supt. Docs., 1958. Pp. iv, 222. 55¢. 

Legislation to relieve unemployment. Hearings before House Committee on Banking and 
Currency, 85th Cong., 2nd sess., on community facilities, area redevelopment, and 
small-business financing bills, Apr.-May 1958. Washington. Supt. Docs., 1958. Pp. 1349. 

Proposed midyear economic report. Hearing before the Senate Committee on Banking 
and Currency, 85th Cong., 2nd sess., on advisability of issuing as of June 30, 1958 
supplement to President’s annual economic report. Washington: Supt. Docs., 1958. Pp. 
46. 


The relationship of prices to economic stability and growth. Compendium of papers 
submitted by panelists appearing before the Joint Economic Committee, 85th Cong., 
2nd sess., March 31, 1958. Washington: Supt. Docs., 1958. Pp. xiv, 712. $2. 

. Hearings before the Joint Economic Committee, 85th Cong., 2nd sess., May 12-16, 

19-22, 1958. Washington: Supt. Docs., 1958. Pp. v, 427. $1.25. 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Arvipsson, G. Bostadsfinansiering och kreditpolitik. (Financing of housing and credit 
policy.) Stockholm : Hyresgasternas, 1958. Pp. 176. SKr. 16. 

ByOrxovist, H. Prisrérelser och penningvarde i Finland under guldmyntfotsperioden 
1878-1913. (Price movements and the value of money in Finland during the gold 
standard in 1878-1913.) Helsingfors: Akademiska Bokhandeln, 1958. Pp. xii, 391. 
FMk 1100. 

GoerscHin, P. L’évolution du marché monétaire de Londres (1931-1952)—politique 
monétaire et institutions financiéres. Morges, Switzerland: Author, 27, rue Louis de 
Savoie, 1958. 38 sw-fr. 

Kraan, S. B. The volume of mortgage debt in the postwar decade. Tech. paper 13. New 
York: Nat. Bur. Econ. Research, 1958. Pp. xv, 143. $2. 

Scunaprer, B. Histoire d’un instrument de crédit—les rentes au XVléme siécle. Paris: 
Sevpen, 1958. Pp. 309. 1500 fr. 

Sterner, W. H., SHapiro, E. anp Sotomon, E. Money and banking—an introduction to 
the financial system. 4th ed. New York: Henry Holt, 1958. Pp. x, 740. $7. 

Annual report of the Federal Deposit Insurance Corporation for the year ended Decem- 
ber 31, 1957. Part I, previously listed, is included. Washington: Fed. Deposit Ins. Corp., 
1958. Pp. xv, 163. 

Bank Holding Company Act. Report of the Board of Governors, Federal Reserve System. 
Senate Committee on Banking and Currency, 85th Cong., 2nd sess., May 7, 1958. 
Washington: Supt. Docs., 1958. Pp. 42. 

Bank of Israel—annual report 1957. Jerusalem: Bank of Israel, 1958. Pp. xvi, 273. 

Credit needs of small business. Hearing before a subcommittee of the Senate Committee 
on Banking and Currency, 85th Cong., 2nd sess. Pt. 2. Washington: Supt. Docs., 1958. 
Pp. 179. 

The Federal Reserve Act (approved Dec. 23, 1913) as amended through Dec. 31, 1956. 
U. S. laws, statutes. Washington: Supt. Docs., 1957. Pp. 385. 

Financing small business. Washington: Board of Governors, Fed. Reserve System, 1958. 
2 pts., 5 vols. 

Problems of small-business financing. A report of the House Select Committee on Small 
Business, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 109. 

Small Business Act. Report of the Senate Committee on Banking and Currency, 85th 
Cong., 2nd sess. Washington : Supt. Docs., 1958. Pp. 40. 
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Small Business Investment Act of 1958. Report of the House Committee on Banking and 
Currency, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 35. 

Study of banking laws—federal statutes —— financial institutions and credit. Staff 
report to the Senate Committee on Banking and Currency, Sept. 27, 1956. Washington: 
Supt. Does., 1956. Pp. 355. 


Public Finance; Fiscal Policy 

Binney, J. E. D. British public finance and administration 1774-92. New York: Oxford 
Univ. Press; Oxford: Clarendon Press, 1958. Pp. xii, 320. $7.20; 45s. 

Devaux, G. La comptabilité publique. I, Les principes. Paris: Presses Univ. de France, 
1957. Pp. viii, 248. 900 fr. 

Freeman, R. A. School needs in the decade ahead. Financing pub. schools, vol. 1. Wash- 
ington: Inst. for Soc. Sci. Research, 1958. Pp. xxvii, 273. $5. 

Hanczaryx, E. W. anp THompson, J. H. The economic impact of state and local taxes 
in West Virginia. Morgantown: Bur. Bus. Research, W.Va. Univ., 1958. Pp. v, 51. 
LauFENBURGER, H. Finances comparées—Etats-Unis, France, Angleterre, U.R.S.S. Paris: 

Recueil Sirey, 1957. Pp. 490. 

Muscrave, R. A. anp Peacock, A. T., ed. Classics in the theory of public finance. Internat. 
econ. papers no. 8. New York and London: Macmillan, 1958. Pp. xix, 244. $6. 

RECKTENWALD, H. C. Steuerinzidenzlehre—Grundlagen und Probleme. Berlin: Duncker & 
Humblot, 1958. DM 14,—. 

Stammati, G. La finanza pubblica. (Public finance.) Bologna: Zanichelli, 1956. Pp. 144. 
L.1200. 

Srerant, G. Problemi tributari nell’economia del benessere—la copertura dei costi di 
produzione. Stud. di finanza pub. no. 3. Padua: Antonio Milani, 1958. Pp. 145. L. 1200. 

TersorcH, G. The tax depreciation problem. Capital Goods Review, no. 34. Washington: 
Mach. and Allied Prod. Inst., 1958. Pp. 23. $1. 

Tucker, G. M. The self-supporting city. Rev. ed. New York: Robert Schalkenbach 
Foundation, 1958. Pp. 100. $1. 

Wewensaum, M. L. Government spending—process and measurement. DI-7000-18. Based 
on a doctoral dissertation. Seattle: Boeing Airplane Co., 1958. Pp. 218. 

Alternative plans for tax relief for individuals. Prepared by the staff of the Joint Com- 
mittee on Internal Revenue Taxation, Feb. 25, 1958. Washington: Supt. Docs., 1958. 
Pp. 37. 

Amendment to Budget and Accounting Act. Hearings before the Senate Committee on 
Appropriations, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 142. 

The budget process in the federal government. A staff report compiled by the Subcom- 
mittee on Executive and Legislative Reorganization for the House Committee on Gov- 
ernment Operations. Washington : Supt. Docs., 1957. Pp. 163. 

Compendium of state government finances in 1957. Bur. Census, State finances: 1957 
G-SF57-no. 2. Washington: Supt. Docs., 1958. Pp. 68. 

Corporate and excise tax rate extensions. Executive proceedings held before the Senate 
Committee on Finance, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 35. 
Development of state income taxes in the United States and Oregon. Portland: Interim 

Tax Study Com., Oregon Legis. Assembly, 1958. Pp. 54. 

Digest of testimony presented before the Committee on Ways and Means with respect to 
tax revision. Prepared by the staff of the Joint Committee on Internal Revenue Taxa- 
tion, Apr. 11, 1958. Washington: Supt. Docs., 1958. Pp. 141. 

Double taxation conventions. Hearings before the Senate Committee on Foreign Relations, 

85th Cong., 2nd sess., July 1, 1958. Washington: Supt. Docs., 1958. Pp. 53. 
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Excise Tax Technical Changes Act. Hearings before the Senate Committee on Finance, 
85th Cong., 2nd sess., July 15-17, 1958. Washington: Supt. Docs., 1958. Pp. 342. 

Fiscal policy implications of the current economic outlook. Hearings before the Subcom- 
mittee on Fiscal Policy of the Joint Economic Committee, 85th Cong., 2nd sess., Apr. 
28-May 1, 1958. Washington: Supt. Docs., 1958. Pp. 222. 

General revenue revision. Hearings before the House Committee on Ways and Means, 
85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 1292. 

Increase in permanent debt limitation. Hearing before the Senate Committee on Finance, 
85th Cong., 2nd sess., Aug. 15, 1958. Washington: Supt. Docs., 1958. Pp. 74. 

Increase the public debt limit. Hearing before the House Committee on Ways and Means, 
85th Cong., 2nd sess., July 30, 1958. Washington: Supt. Docs., 1958. Pp. 49. 

Investigation of the financial condition of the United States. Compendium of commerits 
in response to the questionnaire of the Senate Committee on Finance, 85th Cong., 2nd 
sess. Washington: Supt. Docs., 1958. Pp. 748. 

» Hearings before the Senate Committee on Finance, 85th Cong., 2nd sess., Apr., 

1958. Pts. 5; 6. Washington: Supt. Docs., 1958. Pp. 58; 399. 

. Joint a supplemental comments of the presidents of the Federal Reserve Banks 
in response to the questionnaire of the Senate Committee on Finance, 85th Cong., 2nd 
sess., ch. 1. Washington: Supt. Docs., 1958. Pp. 161. 

A manual for economic and functional classification of government transactions. New 
York: U.N., Dept. Econ. and Soc. Affairs, 1958. Pp. 188. 

Payments in lieu of taxes. Hearing before a subcommittee of the House Committee on 
Government Operations, 85th Cong., 2nd sess., May 22 and 27, 1958. Washington: 
Supt. Docs., 1958. Pp. 109. 

Taxation of corporate income in India. New Delhi: Ministry of Finance, 1957. Pp. 37. 

Technical Amendments Act of 1958. Report together with individual views of the Senate 
Committee on Finance, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 266. 


International Economics 


Acutar, P. pe Aspéios da economia colonial. Salvador, Bahia: Livraria Progresso, 1957. 
Atten, R. L. Middle Eastern economic relations with the Soviet Union, Eastern Europe, 
and Mainland China. Charlottesville: Woodrow Wilson Dept. For. Affairs, Univ. Va., 

1958. Pp. 128. $1. 

Baabe, F., ed. Die Weltwirtschaft, 1958. No. 1. Kiel: Inst. f. Weltwirtschaft, Univ. Kiel, 
1958. Pp. 186. 

. Gesamtdeutschland und die Integration Europas. Schmélders, G.: Gkonomische 
Verhaltensforschung. Arbeitsgemeinschaft fiir Forschung des Landes Nordrhein-Westfalen. 
No. 71. Cologne and Opladen : Westdeutscher, 1957. Pp. 69. 

BERTRAND, R. Analyse du tarif douanier francais par industries. Cahiers no. 61. Paris: 
L’'Inst. Sci. Econ. Appliquée, 1957. Pp. iii, 24. 

. Comparaison du niveau des tarifs douaniers des pays du Marché Commun. Cahiers 
no. 64. Paris: L’Inst. Sci. Econ. Appliquée, 1958. Pp. 57. 

Coscrant, C. Problemi fiscali del mercato comune. (Fiscal problems of the common 
market.) Milan: A. Giuffré, 1958. Pp. vii, 136. L.800. 

Dunninoc, J. H. American investment in British manufacturing industry. Fair Lawn, N.J.: 
Essential Books; London: Allen & Unwin, 1958. Pp. 365. $6.30. 

The first three chapters provide the background—the growth of U. S. business invest- 
ment in the United Kingdom, its present-day scope and significance, geographical location, 
size distribution, etc. The second part of the book “aims to compare and contrast the 
operating and managerial methods adopted in U. S. parent factories with those practised 
by branch units. .. .” The third part deals with “the implications of the data contained 
in the preceding chapters to British industrial development.” 
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Faatanp, J. Nordisk tollunion og de europeiske fellesmarkedsplaner. (Scandinavian Tariff 
Union and the European Common Market plans.) Bergen: Chr. Michelsens Inst., 1958. 
Pp. 273. 

Fiscner, P. H. Det Europeiske Kul- og Stalfaellesskab. Folkeretlige studier over inter- 
nationalt samarbejde. (European Coal and Steel Community.) With English summary. 
A dissertation. Copenhagen: Munksgaard, 1957. Pp. 340. 

Harrop, R. F. International economics. 4th ed. Chicago: Univ. Chicago Press, 1958. Pp. 
186. 


. The pound sterling, 1951-1958. Essays in internat. finance, no. 30. Princeton: In- 
ternat. Finance Sec., Princeton Univ. 1958. Pp. 49. Gratis. 

Mrxesett, R. F. Liberalization of inter-Latin American trade. Washington: Dept. Econ. 
and Soc. Affairs, Pan Am. Union, 1957. Pp. iv, 94, mimeo. 50¢. 

Moore, B. T. Euratom, the American interest in the European Atomic Energy Com- 
munity. New York: Twentieth Century Fund, 1958. Pp. 40. 

Myrpat, G. Economic nationalism and internationalism—the Dyason Lectures, 1957. Re- 
printed from Australian Outlook, Dec. 1957. New York: Inst. Pacific Relations, [1958]. 
Pp. 50. 

Pepersen, J. Noter til diskussionen om faellesmarked og frihandelsomrade. (Notes to the 
discussion of common market and free trade area.) Aarhus: Akademisk Boghandel, 
1957. Pp. 134, mimeo. 

Pizer, S. anp Cutter, F. U. S. investments in the Latin American economy. Washington: 
Office Bus. Econ., Dept. Commerce. 1957. Pp. 194. 

Poguin, J.-J. Les rélations économiques extérieures des pays d’Afrique noire de l'Union 
francaise 1925-1955. Etud. et mém. no. 37. Paris: A. Colin, 1958. 1600 fr. 

Posner, S. I. anp Attan, H. J. What the businessman should know about federal taxes 
and foreign investments. Washington: Pub. Affairs Press, 1958. Pp. 14. 50¢. 

Prepéut, A. Verkehrspolitik. Géttingen: Vandenhoeck & Ruprecht, 1958. DM 26,80. 

Sniwer, D. A. Introduction to international economics. Rev. ed. Homewood, IIl.: Irwin, 
1958. Pp. xix, 598. $7. 

Strauss, E. Common sense about the Common Market—Germany and Britain in post- 
war Europe. London: Allen & Unwin, 1958. Pp. 168. 15s. 

Torrens, R. Letters on commercial policy. Ser. of reprints of scarce works on pol. econ. 
no. 14. London: London Sch. Econ. and Pol. Sci., 1958. Pp. x, 80. 18s. 

Weiter, J. anp Duvaux, J. Economie francaise, échanges extérieurs et structures inter- 
nationales. Cahier no. 62. Paris: L’Inst. Sci. Econ. Appliquée, 1957. Pp. 83. 

Wetse, H. Der deutsche Weinbau im europaischen Markt. Kieler stud. no. 46. Kiel: Inst. f. 
Weltwirtschaft, Univ. Kiel, 1958. Pp. v, 71. DM 10,—. 
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Lavoratori, 1957. Pp. 230. L.800. 


Labor Economics 


Basow, I. anp Howpen, E. A civil rights inventory of San Francisco. Pt. I, Employment. 
San Francisco : Council for Civic Unity, 1958. Pp. xvii, 352, mimeo. 

Cuasert, A. Les salaires dans l'industrie francaise (les charbonnages). Centre d’Etud. 
Econ., étud. et mém. no. 39. Paris: A. Colin, 1957. Pp. 175. 800 fr. 

CHAMBERLAIN, N. W. Labor. New York: McGraw-Hill, 1958. Pp. viii, 625. $7. 

HaFrerBECKER, G. M. Wisconsin labor laws. Madison: Univ. Wis. Press, 1958. Pp. xii, 211. 
$4. 

LanpsBERGER, H. A. Hawthorne revisited—Management and the worker, its critics, and de- 
velopments in human relations in industry. Cornell stud. in indus. and lab. rel., vol. 9. 
Ithaca: Cornell Univ., 1958. Pp. x, 119. $3.50. 

Lester, R. A. As unions mature—an analysis of the evolution of American unionism. 
Princeton: Princeton Univ. Press, 1958. Pp. xi, 171. $3.75. 

Martuor, A. S. anp Matuur, J. S. Trade union movement in India. Allahabad: Chaitanya 
Pub., 1957. Pp. xvi, 303. Rs 10. 

Nevuretp, M. F. A bibliography of American labor union history. Bibliog. ser. no. 2. 
Ithaca: New York State Sch. Indus. and Lab. Rel., Cornell Univ., 1958. Pp. v, 64. 
45c. 

Paropt, M. Essai sur la structure des salaires ouvriers dans l'industrie de la région 
marseillaise. Aix-en-Provence: La Pensée Univ., 1958. 1200 fr. 

Piguet, H. S. The Trade Agreements Act and the national interest. Washington: Brook- 
ings Inst., 1958. Pp. 61. 

Roserts, B. C. National wages policy in war and peace. London: Allen & Unwin; New 
York: Macmillan, distrib., 1958. Pp. 180. $3.50. 

Rowe, E. K. Analysis of health and insurance plans under collective bargaining, late 1955. 
BLS bull. no. 1221. Washington: Bur. Lab. Stat., 1957. Pp. 87. 

Spatz, L. H., comp. Productivity—a bibliography. BLS bull. no. 1226. Washington: Supt. 
Docs., 1957. Pp. 182. 

Srieser, J., ed. U.S. industrial relations—the next twenty years. East Lansing: Mich. 
State Univ. Press, 1958. Pp. 215. $5. 


A lecture series presented at Michigan State University in 1956-57 under the sponsorship 
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of the Labor and Industrial Relations Center. The lecturers are J. S. Bugas, D. L. Cole, 

J. T. Dunlop, Clark Kerr, Walter Reuther, E. E. Witte. 

Strauss, G. Unions in the building trades—a case study. Univ. Buffalo stud., 24 (2). 

Buffalo: Univ. Buffalo, 1958. Pp. 99. $1.75. 

TANNENBAUM, A. S. anv Kaun, R. L. Participation in union locals. Evanston: Row, 

Peterson, 1958. Pp. xii, 275. $5.50. 

This is a study of participation in labor unions—“the extent to which members involve 
themselves in and devote energy to the operation of the local union.” “An attempt is made 
in this research to answer two basic questions: .(1) What is the active union member like, 
and how does he differ from his inactive brother? (2) What is the active local union like, 
and how does it differ from the inactive union?” It is based on an intensive study of four 
local unions. 

Trano, A. L’action syndicale ouvriére et la théorie économique du salaire. Paris: Génin, 

1958. Pp. 436. 2400 fr. 

. Le traitement des fonctionnaires, 1930-1957. Paris: Génin, 1958. Pp. 556. 3600 fr. 
Upett, G. G., comp. Compilation of laws relating to mediation, conciliation, and arbitra- 

tion between employers and employees. Washington: Supt. Docs., 1958. Pp. 1035. 
Urrerstrém, G. Jordbrukets arbetare—levnadsvillkor och arbetsliv pa landsbygden 

fran frihetstiden till mitten av 1800-talet. (Rural labourers [in Sweden] from the period 

of liberty to the mid-19th century.) Vols. 1 and 2. (With English summary.) Stockholm: 

Tidens, 1957. Pp. xxiv, 898; 527. 

Administration of the Railway Labor Act by the National Mediation Board, 1934-1957. 

Washington: Supt. Docs., 1958. Pp. 103. 

Annual report on the labor force 1957. Bur. Census, Current population rept., ser. P-50, 

no. 85. Washington : Supt. Docs., 1958. Pp. 50. 

Area Redevelopment Act. Report of the Senate Committee on Banking and Currency, 

85th Cong., 2nd sess. Washington: Supt. Docs., 1958. 


Comparison of state unemployment insurance laws as of January 1, 1958. Comp. by 
Bur. Employment Sec., Dept. Labor. Washington: Supt. Docs., 1958. Pp. 145. 


Digest of one-hundred selected pension plans under collective bargaining, winter 1957-58. 
BLS bull. no. 1232. Washington: Supt. Docs., 1958. Pp. 71. 


Emergency extension of federal unemployment compensation benefits. Hearings before 
the House Committee on Ways and Means, 85th Cong., 2nd sess., Mar. 28, 31, Apr. 1, 
1958. Washington : Supt. Docs., 1958. Pp. 389. 


The emerging environment of industrial relations. Proceedings of a conference for in- 
dustrial relations executives, Mackinac Island, June 20-22, 1957. East Lansing: Lab, and 
Indus. Rel. Center, Mich. State Univ., 1958. Pp. 112. $1.50. 

Employment of the physically handicapped—a bibliography. President’s Committee on 
Employment of the Physically Handicapped. Washington: Supt. Docs., 1957. Pp. 93. 

Farm labor. Hearings before the Subcommittee on Equipment, Supplies, and Manpower 
of the House Committee on Agriculture. 85th Cong., 2nd sess., on problems in the 
Southwest, Feb., Mar., June, 1958. Washington: Supt. Docs., 1958. Pp. 633. 

Government regulation of internal union affairs affecting the rights of members. (1) 
Selected readings and (2) Report, by S. A. Levitan, both prepared for the Subcom- 
mittee on Labor of the Senate Committee on Labor and Public Welfare, 85th Cong., 
2nd sess., in the Leg. Ref. Serv., Lib. Cong. Washington: Supt. Docs., 1958. Pp. ix, 299; 
iii, 52. 

A guide to labor-management relations in the United States. BLS bull. no. 1225. Wash- 
ington: Supt. Docs., 1958. Pp. var. 

Labor laws and their administration. BLS bull. no 194. Washington: Supt. Docs., 1958. 
Pp. 135. 


Legislation to relieve unemployment. Hearings before the House Committee on Bank- 
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ing and Currency, 85th Cong., 2nd sess., Apr., May 1958. Washington: Supt. Docs., 
1958. Pp. 1349. 

Manpower utilization in the federal government. Hearings before the Subcommittee on 
Manpower Utilization of the House Committee on Post Office and Civil Service, 85th 
Cong., 1st sess. Washington: Supt. Docs., 1957. Pp. 318. 

Migrations professionnelles—données statistiques sur leur évolution en divers pays de 
1900 4 1955. Inst. Nat. d’Etud. Demograph., Trav. et doc. cahier no. 31. Paris: Presses 
Univ. de France, 1958. Pp. 340. 1050 fr. 

Pension and welfare fund management. Inst. Manag. and Lab. Rel. fact book. New 
Brunswick, N.J.: Rutgers State Univ., 1958. Pp. 40. 50¢. 

Scientific manpower—1957. Papers of the Sixth Conference on Scientific Manpower, prep. 
by Nat. Sci. Foundation. Washington: Supt. Docs., 1958. Pp. 46. 

Statistics of factories, 1954—with a review of the working of the Factories Act 1948, 
during 1954. Pub. no. 36. Delhi: Labour Bur., 1957. Pp. 147. 

Temporary Unemployment Compensation Act of 1958. Report of the Committee on 
Ways and Means, 85th Cong., 2nd sess., rept. no. 1656. Washington: Supt. Docs., 1958. 
Pp. 38. 

Unemployment compensation. Hearings before the Senate Committee on Finance, 85th 
Cong., 2nd sess., May 13-16, 1958. Also, Minority views. Washington: Supt. Docs., 
1958. Pp. 478; 25. 

Union financial and administrative practices and procedures. Hearings before the Senate 
Committee on Labor and Public Welfare, 85th Cong., 2nd sess., Mar., May 1958. 
Washington : Supt. Docs., 1958. Pp. 1515. 

Welfare and Pension Plans Disclosure Act. Report of the Senate Committee on Labor 
and Public Welfare, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 49. 

Workmen’s Compensation Law of the State of New York with digest, annotations and 
supplementary laws, rev. to June 1958. New York: Assoc. Casualty and Surety Com- 
panies, 1958. Pp. 316. 


Population; Welfare Programs; Standards of Living 


Catzon1, G. Sul consumo di companatico carneo—e sulla sua ripartizione per classi di 
redditieri. Milan: A. Giuffré, 1958. Pp. 70. 

Crark, L. H., ed. Consumer behavior—research on consumer reactions. New York: Harper, 
1958. Pp. viii, 472. $6.50. 

Conen, J. B. anp Hanson, A. W. Personal finance—principles and case problems. Rev. 
ed. Homewood, Ill. : Irwin, 1958. Pp. xv, 819. $6.50. 

Eppinc, F. Internationale Tendenzen in der Entwicklung der Ausgaben fiir Schulen und 
Hochschulen. (International trends in educational expenditure.) Kieler stud. no. 47. 
Kiel : Inst. f. Weltwirtschaft, Univ. Kiel, 1958. Pp. vi, 320. DM 20,—. 

GrasBitt, W. H., Kiser, C. V. AnD WHELPTON, P. K. The fertility of American women. 
New York: John Wiley; London: Chapman & Hall, for Soc. Sci. Research Council 
with Bur. Census, 1958. Pp. xvi, 448. 

Kine, G. S. The Ministry of Pensions and National Insurance. New York: Oxford Univ. 
Press; London: Allen & Unwin, 1958. Pp. 162. $2.90. 

Oxun, B. Trends in birth rates in the United States since 1870. Johns Hopkins Univ. 
stud. in hist. and pol. sci. ser. 76 (1). Baltimore: Johns Hopkins Press, 1958. Pp. viii, 
203. $3.50. 

Ossporn, G. M. Compulsory temporary disability insurance in the United States. Home- 
wood, Ill.: Irwin, for Huebner Foundation, Univ. Penn., 1958. Pp. xx, 232. $5. 

SHetpon, H. D. The older population of the United States. New York: John Wiley; 
London: Chapman & Hall, for Soc. Sci. Research Council and Bur. Census, 1958. 
Pp. xiii, 223. $6. 
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Taruser, I. B. The population of Japan. Princeton: Princeton Univ. Press, 1958. Pp. xv, 
461. $15 

Tuomas, B., ed. Economics of international migration. Proceedings of a conference held 
by the Internat. Econ. Assoc. New York: St. Martin’s; London: Macmillan, 1958. 
Pp. xiii, 501. $9. 

The cost of social security 1949-1954. Geneva: Internat. Lab. Off., 1958. Pp. viii, 201. 
$3; 18s. 

Demographic yearbook—1957. Special topic: Mortality statistics. 9th issue. Stat. Off. and 
Dept. Econ. and Soc. Affairs, UN pub. no. 1957. XIII. 1. New York: Columbia Univ. 
Press, 1958. Pp. viii, 656. $8.; paper $6.50. 

Farm family spending in the United States. Dept. Agric. Inf. bull. no. 192. Washington: 
Supt. Docs., 1958. Pp. 49. 

Federal-state-local relations—federal grants-in-aid. Thirtieth report by the Committee 
on Government Operations, 85th Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. ix, 
94. 

Readings in medical care. Edited by the Com. on Medical Care Teaching of the Assoc. 
Teachers of Preventive Medicine. Chapel Hill: Univ. North Carolina, 1958. Pp. xxi, 
708. $6.50. 

Selected studies of migration since World War Il—proceedings of the Thirty-Fourth 
Annual Conference of the Milbank Memorial Fund, held October 30-31, 1957, at the 
New York Academy of Medicine. Pt. 3. New York: Milbank Memorial Fund, 1958. 
Pp. 244. $1. 

Social security legislation. Hearings before the House Committee on Ways and Means, 
85th Cong., 2nd sess., June 1958. Washington : Supt. Docs., 1958. Pp. 1205. 

Related Disciplines 

Brack, D. The theory of committees and elections. Cambridge, Eng.: Cambridge Univ. 
Press, 1958. Pp. 241. 

Bruen, L. The death blow to communism. New York: Vantage, 1958. Pp. 426. $5. 

Copetanp, M. T. And mark an era—the story of the Harvard Business School. Boston: 
Little, Brown, 1958. Pp. xvi, 368. $6. ; 

Hawrtnorn, H. B., BersHaw, C. S., anv Jamieson, S. M. The Indians of British Columbia 
—a study of contemporary social adjustment. Berkeley: Univ. Calif. Press, and Univ. 
British Columbia, 1958. Pp. ix, 499. $10. 

Lerner, D., witH Pevsner, L. W. The passing of traditional society—modernizing the 
Middle East. Glencoe, Ill.: Free Press, 1958. Pp. xiii, 466. $7.50. 

McDownatp, F. We the people—the economic origins of the Constitution. Chicago: Univ. 
Chicago Press; Madison: Am. Hist. Research Center, 1958. Pp. x, 436. $7. 

Meynaup, J. Les groupes de pression en France. Cahiers, Fond. Nat. des Sci. Pol. no. 
95. Paris: A. Colin, 1958. Pp. 371. 

Mortey, F., ed. Essays on individuality. Philadelphia: Univ. Penn., 1953. Pp. 270. $5. 
Contributions by economists are “Capitalism and Freedom,” by Milton Friedman and 
“The Creative Powers of a Free Civilization,’ by F. A. Hayek. 

Handbook of automation, computation and control. Vol. 1, Control fundamentals. New 
York : John Wiley, 1958. Pp. 1020. $17. 

Vol. 2, Computers and data processing, to be published later this year; Vol. 3, Systems 

and components, early in 1959. 

F. W. Hirst—by his friends. New York and London: Oxford Univ. Press, 1958. Pp. viii, 
96. $2. 
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General Economics; Methodology 

AxerMAN, J. Professor Shackle on economic methodology. Kyklos, 1958, 11 (3), 
Pp. 341-61. 

Apert, H. Marktsoziologie und Entscheidungslogik. Zeitschr. f. die ges. Staatswiss., 1958, 
114 (2). Pp. 269-96. 

Bayer, H. Zerfall und Synthese in der modernen Wirtschaftslehre. Schmollers Jahrb., 
1958, 78 (4). Pp. 31-62. 

Biyumwy, I. The crisis of contemporary bourgeois political economy. Prob. Econ. (transl. 
Voprosy Ekonomiki), June 1958. Pp. 29-33. 

Coorer, W. W., Hitcu, C. anp oTHERS. Economics and operations research: a symposium. 
Rev. Econ. Stat., Aug. 1958. Pp. 195-229. 

Dicu, J. S. Bidrag til belysning af den moderne velfaerdsstats gkonomiske problemer. 
Nationalgk. Tids., 1958, 96 (1-2). Pp. 17-50. 

Manes, P. Des dimensions de quelques grandeurs économiques. Rev. d’Econ. Pol., May- 
June, 1958. Pp. 524-48. 

Ropxe, W. Al di 14 dalla domanda e dall’offerta. (With English summary.) Riv. Internaz. 
di Sci. Econ. e Com., June 1958. Pp. 501-13. 

Sanmann, H. Nationalékonomie als Sozialwissenschaft. Kritische Bemerkungen zur herr- 
schenden 6konomischen. Theorie. Schmollers Jahrb., 1958, 78 (3). Pp. 35-58. 

Stricter, G. The goals of economic policy. Jour. Bus. Univ. Chicago, July 1958. Pp. 168-76. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 

AvBrecuT, G. Otto von Zwiedineck-Siidenhorst zum Gedichtnis. Jahrb. f. Nationalok. und 
Stat., May 1958. Pp. 5-42. 

“a ee W. E. Utility and the “ordinalist fallacy.” Rev. Econ. Stud., June 1958. 

. 172-81. 

Arnot, H. Anpassung und Gleichgewicht am Markt. Jahrb. f. Nationalok. und Stat., 
July 1958. Pp. 217-86. 

Bactott1, T. Del Giornale paretiano e dell’unit4 analitica come criterio d’integrazione delle 
scienze sociali. Giorn. d. Econ., Jan.-Feb. 1958. Pp. 3-32. 

Batocu, T. Productivity and inflation. Oxford Econ. Papers, June 1958. Pp. 220-45. 

Bator, F. M. The anatomy of market failure. Quart. Jour. Econ., Aug. 1958. Pp. 351-79. 

Baumot, W. J. On the theory of oligopoly. Economica, Aug. 1958. Pp. 187-98. 

Bousouet, G. H. Un centenaire: l’oeuvre de H. H. Gossen (1810-1858) et sa véritable 
structure. Rev. d’Econ. Pol., May-June 1958. Pp. 499-523. 

Campsett, R. W. A comparison of Soviet and American inventory-output ratios. Am. 
Econ. Rev., Sept. 1958. Pp. 549-65. 

CHAMPERNOWNE, D. G. Capital accumulation and the maintenance of full employment. 
Econ. Jour., June 1958. Pp. 211-44. 

Crausinc, G. Arthur Spiethoffs wissenschaftliches Lebenswerk. Schmollers Jahrb., 1958, 
78 (3). Pp. 1-34. 

Dunsinc, M. ann Ren, M. G. Effect of varying degrees of transitory income on income 
elasticity of expenditures. Jour. Am. Stat. Assoc., June 1958. Pp. 348-59. 

Epwarps, H. R. Price, cost and output. Kyklos, 1958, 11 (3). Pp. 419-24. 
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Fetiner, W. Automatic market clearance and innovations in the theory of employment and 
growth. Oxford Econ. Papers, June 1958. Pp. 184-204. 

Fercuson, C. E. An essay on cardinal utility. So. Econ. Jour., July 1958. Pp. 11-23. 

HirsHeirer, J. On the theory of optimal investment decision. Jour. Pol. Econ., Aug. 1958. 
Pp. 329-52. 

Horvat, B. The depreciation multiplier and a generalized theory of fixed capital costs. 
Man. School Econ. Soc. Stud., May 1958. Pp. 136-59. 

IscuBotpin, B. Die Theorie der Gesamtauslage. Schmollers Jahrb., 1958, 78 (4). Pp. 63-82. 

Luce, R. D. A probabilistic theory of utility. Econometrica, Apr. 1958. Pp. 193-224. 

Lunoperc, E. Productivity and the efficient use of scarce resources. Skandinav. Bank. 
Quart. Rev., July 1958. Pp. 71-8. 

Lypatt, H. F. Inflation and the earning gap. Bull. Oxford Univ. Inst. Stat., Aug. 1958. 
Pp. 285-304. 

Marcuat, J. Contributo alla teoria della ripartizione del reddito nazionale: le categorie 
di imprenditori. Riv. di Pol. Econ., July 1958. Pp. 731-43. 

Marcouis, J. The analysis of the firm: rationalism, conventionalism, and behavorism. 
Jour. Bus. Univ. Chicago, July 1958. Pp. 187-99. 

Mincer, J. Investment in human capital and personal income distribution. Jour. Pol. 
Econ., Aug. 1958. Pp. 281-302. 

Mineo, M. La struttura economica. Annali Fac. di Econ. e Com., 1958, 12 (1). Pp. 57-130. 

Moront, E. Nota sulle aspettative, il profitto e le scorte. (With English summary.) Riv. 
Internaz. di Sci. Econ. e Com., June 1958. Pp. 547-61. 

Morris, J. Unemployment and unproductive employment. Sci. and Soc., Summer 1958. 
Pp. 193-206. 

Muwnxscaarp, H. Konjunkturtesten. Et moderne bidrag til bedgmmelse af afsaetningssitua- 
tionen. Nationalgk. Tids., 1958, 96 (1-2). Pp. 1-16. 

Osporn, E. The Wicksell effect. Rev. Econ. Stud., June 1958. Pp. 163-71. 

Orr, A. E. The relation between the accelerator and the capital output ratio. Rev. Econ. 
Stud., June 1958. Pp. 190-96. 

Prettre, A. Una nuova politica economica. (La rivoluzione Keynesiana.) Rassegna Econ., 
Apr.-June 1958. Pp. 230-41. 

Preiser, E. Investition und Zins. Jahrb. f. Nationalok. und Stat., May 1958. Pp. 100-35. 

Rosinson, J. Some reflections on the philosophy of prices. Man. School Econ. Soc. Stud., 
May 1958. Pp. 116-35. 

Satin, E. Auf der Suche nach dem Standort der Zeit. Alfred Weber zum Gedichtnis. 
Kyklos, 1958, 11 (3). Pp. 318-40. 

Sotow, R. M. A skeptical note on the constancy of relative shares. Am. Econ. Rev., Sept. 
1958. Pp. 618-31. 

Sosnicx, S. H. A critique of concepts of workable competition. Quart. Jour. Econ., Aug. 
1958. Pp. 380-423. 

Stark, W. Die Dogmengeschichte der Volkswirtschaftslehre im Lichte des Pragmatismus. 
Kyklos, 1958, 11 (3). Pp. 425-30. 

Stern, J. L. Interregional comparisons and the marginal product of capital. So. Econ. 
Jour., July 1958. Pp. 24-32. 

. The predictive accuracy of the marginal productivity theory of wages. Rev. Econ. 
Stud., June 1958. Pp. 182-89. 

Stone, J. R. N. anp Rowe, D. A. Dynamic demand functions: some econometric results. 
Econ. Jour., June 1958. Pp. 256-70. 

Strotz, R. H. How income ought to be distributed: a paradox in distributive ethics. Jour. 

Pol. Econ., June 1958. Pp. 189-205. 
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Tuweatt, W. O. Distribucién y crecimiento en la economia del bienestar. Moneda y 
Crédito, Mar. 1958. Pp. 25-45. 

Worswicx, G. D. N. Prices, productivity, and income. Oxford Econ. Papers, June 1958. 
Pp. 246-64. 

Weicut, A. LI. The rate of interest in a dynamic model. Quart. Jour. Econ., Aug. 1958. 
Pp. 327-50. 

Wyss, H. Der Konsument als Bestimmungsfaktor fiir die Konjunkturentwicklung in den 
Vereinigten Staaten. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., June 1958. 
Pp. 233-49, 


Economic History; Economic Development; National Economies 


AsraHaM, W. I. Investment estimates of underdeveloped countries: an appraisal. Jour. 
Am. Stat. Assoc., Sept. 1958. Pp. 669-79. 

Buatt, V. V. Employment and capital formation in underdeveloped economies. Econ. 
Internaz., Feb. 1958. Pp. 121-36. 

Boren, H. C. The urban side of the Gracchan economic crisis. Am. Hist. Rev., July 1958. 
Pp. 890-902. 

Cao Pinna, V. Principales caracteristicas estructurales de dos economfas mediterraneas: 
Espafia e Italia. Rev. de Econ. Pol., Jan.-Apr. 1958. Pp. 23-112. 

Cuecxtanp, S. G. American versus West Indian traders in Liverpool, 1793-1815. Jour. 
Econ. Hist., June 1958. Pp. 141-60. 

ConstaNnTINEscu, N. Socialist industrialization: the basis for a steady growth of the 
Rumanian economy. Prob. Econ. (transl. Voprosy Ekonomiki) Aug. 1958. Pp. 29-33. 
Costantin1, C. Aspetti finanziari della congiuntura in Danimarca dal 1945 al 1955. Studi 

Econ., Jan.-Apr. 1958. Pp. 3-48. 

Cox-Grorce, N. A. Studies in finance and development—the Gold Coast (Ghana) experi- 
ence, 1914-1918. (With French summary.) Pub. Fin./Fin Publiques, 1958, 13 (2). 
Pp. 146-83. 

ve Carson, L. Obstacles a la croissance et organisation des marchés en pays sous- 
développés. Rev. Sci. Fin., July-Sept. 1958. Pp. 461-84. 

De Rosa, L. Un aspetto del mercato dei cambi a Napoli nel 600. Studi Econ., Jan.-Apr. 
1958. Pp. 49-62. 

Furtapo, C. El desequilibrio externo en las economias subdesarrolladas. El Trimestre Econ., 
Apr.-June 1958. Pp. 232-39. 

Gaver, D. R. On rephasing the Second Five Year Plan. Indian Econ. Jour., Apr. 1958. 
Pp. 353-68. 

Gartno Canna, A. La teoria dello sviluppo economico nel pensiero di Cavour. Riv. di 
Pol. Econ., June 1958. Pp. 569-86. 

Gurtton, H. anp Orers. La France economique en 1957. (A symposium.) Rev. d’Econ., 
Pol., July-Oct. 1958. Pp. 635-1006. 

Horzman, F. D. Consumer sovereignty and the rate of economic development. Econ. 
Internaz., May 1958. Pp. 193-210. ‘ 

Kuznets, S. Quantitative aspects of the economic growth of nations; III. Industrial 
distribution of income and labor force by states, United States, 1919-1921 to 1955. 
Econ. Develop. and Cult. Change, July 1958. Pp. 1-128. 

LerBensTEIN, H. Why do we disagree on investment policies for development? Indian 
Econ. Jour., Apr. 1958. Pp. 369-86. 

Levin, G. Capital investments in ferrous metallurgy and the length of time needed for 
completing the construction of new industrial enterprises. Prob. Econ. (transl. Voprosy 
Ekonomiki), Aug. 1958. Pp. 21-28. 

Lice, F. Die wirtschaftliche Lage Deutschlands vor Ausbruch des Dreissigjahrigen 
Krieges. Jahrb. f. Nationalok. und Stat., May 1958. Pp. 43-99. 
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Matensaum, W. The Asian economic potential. Annals Am. Acad. Pol. Soc. Sci., July 
1958. Pp. 18-26. 

Navarrete, A., Jr. El crecimiento econdmico de México: perspectivas y problemas. El 
Trimestre Econ., Apr.-June 1958. Pp. 189-205. 

Nove, A. The politics of economic rationality—observations on the Soviet economy. Soc. 
Research, Summer 1958. Pp. 127-44. 

@xcaarp, A. Problemstillinger i vaekst-teorien. Nationalgk. Tids., 1958, 96 (1-2). Pp. 51-75. 

Orstn1 Ratto, M. Le Banche di Sviluppo. Riv. di Pol. Econ., May 1958. Pp. 484-93. 

Rosertson, D. Stabilitét und Fortschritt: Das Problem der reicheren Lander. Zeitschr. f. 
Nationalalék., 1958, 18 (1-2). Pp. 2-22. 

Rosenserc, L. G. Industrial exports: Israel’s requirement for self-support. Middle East 
Jour., Spring, 1958. Pp. 153-65. 

RusinsHtetn, A. What is behind the reformists’ “theories” of a second industrial revolu- 
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Ve.tpxamp, G. M. J. De middenstandspolitiek van de Staat. De Economist, July-Aug. 


1958. Pp. 513-40. 
Industrial Organization; Government and Business; Industry Studies 

Anpversson, H. Ett aktuellt sjéfartsproblem. Ekon. Samfundets Tids., 1958, 11 (2), 
Pp. 67-84. 

Bak, C. The structure of the cotton textile industry in South Africa. So. Afr. Jour. Econ., 
June 1958. Pp. 123-35. 

Cocxcrort, J. D. Nuove prospettive dell’energia elettronucleare in Gran Bretagna. (With 
English summary.) Riv. Internaz. di Sci. Econ. e Com., May 1958. Pp. 421-32. 

Cortiever, N. Enige kritische opmerkingen over het rapport aanbestedlingswezen en 
prijsvorming. De Economist, May 1958. Pp. 361-79. 

CourtHEoux, J.-P. Les secrets économiques. Rev. Econ., July 1958. Pp. 547-76. 

Enxe, S. An economist looks at Air Force logistics. Rev. Econ. Stat., Aug. 1958. 
Pp. 230-39. 

Enos, J. L. A measure of the rate of technological progress in the petroleum refining in- 
dustry. Jour. Indus. Econ., June 1958. Pp. 180-97. 

Ferotpor, F. Effetti del Mercato Comune nell’industria automobilistica. (With English 
summary.) Riv. Internaz. di Sci. Econ. e Com., May 1958. Pp. 442-61. 

Fontaine, M. Le transport de passagers sur l’Atlantique Nord. Annales de Sci. Econ. 
Appliquées, May 1958. Pp. 175-250. 

Futpa, C. H. Antitrust considerations in motor carrier mergers. Mich. Law Rev., June 
1958. Pp. 1237-90. 

Getiman, A. J. The regulation of competition in United States domestic air transporta- 
tion: a judicial survey and analysis, II]. Jour. Air Law and Com., Spring 1958. 
Pp. 148-81. 

Grotewotp, A. anp L. Commercial development of highways in urbanized regions: a case 
study. Land Econ., Aug. 1958. Pp. 236-44. 

Guntuer, E. La nuova legislazione tedesca sui cartelli. (With English summary.) Mondo 
Aperto, Apr.-June 1958. Pp. 109-14. 

Hanson, A. H. Parliamentary control of nationalized industries. Parliamentary Affairs, 
Summer 1958. Pp. 328-40. 

Herrero ALEIXANDRE, J. J. La programacion lineal aplicada a un problema de transportes. 
Moneda y Crédito, Mar. 1958. Pp. 47-52. 

Huc, W. Zur gesetzgeberischen Ausfiihrung des Kartellartikels der Bundesverfassung. 
Wirtschaft und Recht, 1958, 2. Pp. 89-123. 

Hucues, J. R. T. ano Rerrer, S. The first 1,945 British steamships. Jour. Am. Stat. 
Assoc., June 1958. Pp. 360-81. 

Hummter, A. Freiheit und Bindung in der schweizerischen Wirtschaftspraxis. Wirtschaft 
und Recht, 1958, 2. Pp. 134-50. 

Kopanitsas, D. E. Differential prices for the services of ships belonging to the same gen- 
eral class—a case of oligopoly. Jour. Royal Stat. Soc., 1958, 121 (2). Pp. 216-22. 

Kramer, V. H. Modification of consent decrees: a proposal to the Antitrust Division. 
Mich. Law Rev., May 1958. Pp. 1051-66. 

Levin, H. J. Economic structure and the regulation of television. Quart. Jour. Econ., 
Aug. 1958. Pp. 424-50. 

. Workable competition and regulatory policy in television broadcasting. Land Econ., 
May 1958. Pp. 101-12. 

Marsacu, F. Der “Mégliche Wettbewerb” als schweizerische Lésung des Kartellproblems. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., June 1958. Pp. 133-43. 

MENDERSHAUSEN, H. Economic problems in Air Force logistics. Am. Econ. Rev., Sept. 
1958. Pp. 632-48. 
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Mossé, E. L’autonomie de la demande dans un mouvement de croissance industrielle. La 
demande d’automoibles en France de 1922 4 1955. Rev. Econ., July 1958. Pp. 645-64. 
Prats, S. J. The statistical conditions for a change in business concentration. Rev. Econ. 
Stat., Aug. 1958. Pp. 268-72. 

RamanaDHaM, V. V. Certain aspects of the industrial structure of India. Jour. Indus. 
Econ., June 1958. Pp. 230-40. 

Rosenserc, N. Government economic controls in the British building industry, 1945-49. 
Can. Jour. Econ. Pol. Sci., Aug. 1958. Pp. 345-54. 

Rowe, F. M. Discriminatory sales of commodities in commerce: jurisdictional criteria 
under the Robinson-Patman Act. Yale Law Jour., June 1958. Pp. 1155-72. 

Sicu, R. L. Legislazione sugli accordi restrittivi commerciali nel Regno Unito. (With 
English summary.) Mondo Aperto, Apr.-June 1958. Pp. 101-8. 

Smvon, H. A. anv Bonrnt, C. P. The size distribution of business firms. Am. Econ. Rev., 
Sept. 1958. Pp. 607-17. 

Ssryxay, E. W. An appraisal of the economics of scale in the motor carrier industry. Land 
Econ., May 1958. Pp. 143-48. 

Surrs, D. B. The demand for new automobiles in the United States 1929-1956. Rev. 
Econ. Stat., Aug. 1958. Pp. 273-80. 

Tuacaarp, G. Controllo degli accordi restrittivi commerciali in Norvegia. (With English 
summary.) Mondo Aperto, Apr.-June 1958. Pp. 89-100. 

Van Tuemaat, P. V. Politicia dei cartelli in Olanda. (With English summary.) Mondo 
Aperto, Apr.-June 1958. Pp. 83-88. 

Woop, L. I. The report of the Attorney General’s Antitrust Committee three years after. 
Geo. Wash. Law Rev., June 1958. Pp. 669-90. 

Should the Robinson-Patman Act be amended? Bus. Horizons, Summer 1958. Pp. 75-90. 


Land Economics; Agricultural Economics; Economic Geography; Housing 

Brack, H. Detroit: a case study in industrial problems of a central city. Land Econ., Aug. 
1958. Pp. 219-226. 

Brack, J. D. The extremities of current agricultural policy proposals. Quart. Jour. Econ., 
Aug. 1958. Pp. 307-26. 

Breckner, N. V. Liquidity and farm investment outlays. Jour. Pol. Econ., June 1958. 
Pp. 206-14. 

Brenner, M. Problems of petroleum in the perspective of development of the USSR 
economy. Prob. Econ. (transl. Voprosy Ekonomiki), Aug. 1958. Pp. 10-17. 

Brown, W. G. anp Arscotr, G. H. A method for dealing with time in determining opti- 
mum factor inputs. Jour. Farm Econ., Aug. 1958. Pp. 666-73. 

Burk, M. C. An economic appraisal of changes in rural food consumption. Jour. Farm 
Econ., Aug. 1958. Pp. 572-90. 

Cartucct, G. C. anp Suits, D. B. Un modello econometrico per i mercati agricoli ap- 
plicato al mercato statunitense della patata. (With English summary.) Riv. Internaz. di 
Sci. Econ. e Com., April 1958. Pp. 346-70. 

Crark, J. M. Background to 1958 United Kingdom agricultural price review. Quart. Rev. 
Agric. Econ., Apr. 1958, Pp. 91-97. 

Crist, R. E. Land for the fellahin, IV. Am. Jour. Econ. Soc., July 1958. Pp. 413-20. 
Daty, R. F. Demand for farm products at retail and the farm level: some empirical 
measurements and related problems. Jour. Am. Stat. Assoc., Sept. 1958. Pp. 656-68. 
Ecxstein, O. anv Krutita, J. V. The cost of federal money, Hells Canyon and economic 

efficiency, II. Nat. Tax Jour., June 1958. Pp. 114-28. 

Farris, P. L. The pricing structure for wheat at the country elevator level. Jour. Farm 

Econ., Aug. 1958. Pp. 607-24. 
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FisHer, E. M. Economic aspects of urban land use patterns. Jour. Indus. Econ., June 
1958. Pp. 198-207. 

Giuimore, N. La programacién lineal en los problemas de decisiones de produccién 
agricola. E] Trimestre Econ., Apr.-June 1958. Pp. 143-56. 

Gramm, W. S. Limitations of the theory of the firm for water resource analysis. Land 
Econ., May 1958. Pp. 113-21. 

Grecory, G. R. Production goals for forestry. Land Econ., May 1958. Pp. 135-42. 

Griticues, Z. The demand for fertilizer: an economic interpretation of a technical change. 
Jour. Farm Econ., Aug. 1958. Pp. 591-606. 

Hispen, J. E. Flood control and the Tennessee Valley Authority. So. Econ. Jour., July 
1958. Pp. 48-63. 

Hurtsurt, V. L. Theory of supply of farm land. Land Econ., May 1958. Pp. 161-67. 

Lesstncer, J. Exclusive agricultural zoning: an appraisal, I—Agricultural shortages. II— 
Comparative advantage. Land Econ., May 1958, Aug. 1958. Pp. 149-60, 255-62. 

Mertens, C. La réforme agraire en Italie. Vie Econ. et Soc., July-Sept. 1958. Pp. 209-27. 

Mortensen, E. F¢devareforbrugets udvikling i industrialiserede lande. kon. og Pol., 1957, 
31 (4). Pp. 274-96. 

Petino, G. Analisi e limitazione del aoncetto di regione agraria. Studi Econ., Jan.-Apr. 
1958. Pp. 79-87. 

Ress, A. J., Jk. Community specialization in durable and nondurable goods manufactures. 
Land Econ., May 1958. Pp. 122-34. 

RirHinen, P. Tuotannon tavoite metsataloudessa. (With English summary.) Kansantalou- 
dellinen Aikakauskiria, 1958, 2. Pp. 137-49. 

Ruey, H. E. Evolution in the worker’s housing since 1900. Mo. Lab. Rev., Aug. 1958. 
Pp. 854-61. 

Ross, M. H. Product differentiation in the parking market. Land Econ., Aug. 1958. 
Pp. 245-54. 

Saraceno, P. La politica economica delia Comunita e I’agricoltura. (With English sum- 
mary.) Risparmio, May 1958. Pp. 849-76. 

Speer, J. Der Holzmarkt im Zeitalter der Grossindustrie. Jahrb. f. Nationalok. und Stat., 
May 1958. Pp. 154-93. 

Tetser, L. G. Futures trading and the storage of cotton and wheat. Jour. Pol. Econ., June 
1958. Pp. 233-55. 

*t Hoort-Wetvaars, M. J. Volkshuisvesting op lange termijn. De Economist, June 1958. 
Pp. 445-75. 

Tottey, G. S. Analytical techniques in relation to watershed development. Jour. Farm 
Econ., Aug. 1958. Pp. 653-65. 

Tontz, R. L. Future of irrigation in the humid area. Jour. Farm Econ., Aug. 1958. 
Pp. 636-52. 

Trice, A. H. anp Woon, S. E. Measurement of recreation benefits. Land Econ., Aug. 1958. 
Pp. 195-207. 

Wecettus, Tu. Aktuella problem inom Finlands skogsindustri. Ekon. Samfundets Tids., 
1958, 11 (2). Pp. 103-16. 

Witcox, W. W. The farm policy dilemma. Jour. Farm Econ., Aug. 1958. Pp. 563-71. 

The balance sheet of agriculture, 1958. Fed. Res. Bull., Aug. 1958. Pp. 893-901. 


Labor Economics 


Bavenuoop, L. E. Effects of the $1 minimum wage in seven areas. Mo. Lab. Rev., July 
1958. Pp. 737-43. 

Berenstein, A. The influence of international labour conventions on Swiss legislation. 
Internat. Lab. Rev., June 1958. Pp. 495-518. 
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Bricut, J. R. Does automation raise skill requirements? Harvard Bus. Rev., July-Aug. 
1958. Pp. 85-98. 

Camncross, A. K. Wages policy and inflation. Scot. Jour. Pol. Econ., June 1958. Pp. 81-84. 

Cuerr, E. F. Benefit levels in workmen’s compensation. Mo. Lab. Rev., July 1958. 
Pp. 723-30. 

Date, E. anp Ratmon, R. L. Management unionism and public policy on the railroads 
and airlines. Indus. Lab. Rel. Rev., July 1958. Pp. 551-771. 

Datar, B. N. Manpower planning in India. Internat. Lab. Rev., July 1958. Pp. 56-70. 

Facc, D. R., Kaysen, C. anp McKean, R. N. What the factory worker knows about his 
factory. Jour. Bus. Univ. Chicago, July 1958. Pp. 213-34. 

Faunce, W. A. Automation in the autombile industry: some consequences for in-plant 
social structure. Am. Soc. Rev., Aug. 1958. Pp. 401-07. 

Femnsincer, N. P. anp otHers. The power factor in labor relations. Mo. Lab. Rev., 
June 1958. Pp. 601-09. 


— A. Can Britain have a wage policy? Scot. Jour. Pol. Econ., June 1958. 

. 114-25. 

Gatianp, Tu. The study of unemployment due to winter weather. Internat. Lab. Rev., 
July 1958. Pp. 71-90. 

Gros, G. N. The Knights of Labor and the trade unions, 1878-1886. Jour. Econ. Hist., 
June 1958. Pp. 176-92. 

GrzysBowskiI, K. Workers’ self-government in Poland a year after. Polish Rev., Winter- 
Spring 1958. Pp. 129-46. 

Hatt, J. P. The Knights of St. Crispin in Massachusetts, 1869-1878. Jour. Econ. Hist., 
June 1958. Pp. 161-75. 


Hartie, D. Predictions derived from the employment forecast survey. Can. Jour. Econ. 
Pol. Sci., Aug. 1958. Pp. 373-90. 


Jensen, V. H. Decasualization’of employment on the New York waterfront. Indus. Lab. 
Rel. Rev., July 1958. Pp. 534-50. 


Jounston, T. L. Wage policies abroad. Scot. Jour. Pol. Econ., June 1958. Pp. 126-44. 
———. Wages policy in Sweden. Economica, Aug. 1958. Pp. 213-29. 


Kennepy, V. D. The conceptual and legislative framework of labor relations in India. 
Indus. Lab. Rel. Rev., July 1958. Pp. 487-505. 


Koroprusetz, W. W. Characteristics of pension plans. Mo. Lab. Rev., Aug. 1958. 
Pp. 845-53. 


Larrer, K. Problems of Australian compulsory arbitration. Internat. Lab. Rev., May 1958. 
Pp. 417-33. 


Lanne, H. J. The welder’s search for craft recognition. Indus. Lab. Rel. Rev., July 1958. 
Pp. 591-607. 


Lancaster, K. Productivity-geared wage policies. Economica, Aug. 1958. Pp. 199-212. 

Lester, R. A. Revolution in industrial employment. Lab. Law Jour., June 1958. Pp. 439-46. 

Lurie, A. D. Plastic contributions for pensions and profit-sharing. Yale Law Jour., May 
1958. Pp. 1003-23. 

Morris, J. O. The AFL in the 1920’s: a strategy of defense. Indus. Lab. Rel. Rev., July 
1958. Pp. 572-90. 

Myers, R. J. Some recent developments in labour statistics and their implications for the 
Americas. Estadistica, Dec. 1957. Pp. 771-81. 

Ostry, S. W. Core, H. J. D. anp Knowtzs, K. G. J. C. Wage differentials in a large 
steel firm. Bull. Oxford Univ. Inst. Stat., Aug. 1958. Pp. 217-64. 

ParKINson, J. R. Wage stability and employment. Scot. Jour. Pol. Econ., June 1958. 
Pp. 85-98. 
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Prister, B. Besitzen die Gewerkschaften Monopolmacht? Jahrb. f. Nationalok. und Stat., 
May 1958. Pp. 136-53. 

Rosertson, D. J. The inadequacy of recent wage policies in Britain. Scot. Jour. Pol. Econ., 
June 1958. Pp. 99-113. 

Rupretp, K. En sammenligning mellem reallgnningerne i de europaeiske faellesmarkeds- 
lande. Nationalgk. Tids., 1958, 96 (1-2). Pp. 102-3. 

Sayicu, Y. A. Management-labour relations in selected Arab countries: major aspects and 
determinants. Internat. Lab. Rev., June 1958. Pp. 519-37. 

Soper, I. Manpower measures and the secondary labor force. Mo. Lab. Rev., July 1958. 
Pp. 731-36. 

StorxeE, F. P. anp Sears, D. W. Reciprocal exemption provisions of workmen’s compen- 
sation acts. Yale Law Jour., May 1958. Pp. 982-1002. 

Sussna, E. Collective bargaining on the New York City Transit System, 1940-1957. Indus. 
Lab. Rel. Rev., July 1958. Pp. 518-33. 

Vuerincs, R. De Werkclassificatie. Rangschikking van arbeidstaken met betrekking tot de 
mayo 4 (With English and French summaries.) Tijdschrift v. Econ., 1958, 3 (2). 

Wiis, E. S. GE’s experience with comprehensive health insurance. Mo. Lab. Rev., June 
1958. Pp. 621-25. 

Wrinturop, H. Psychological and economic assumptions underlying automation, I. Am. 
Jour. Econ. Soc., July 1958. Pp. 399-412. 

Witney, F. The Indiana right-to-work law. Indus. Lab. Rel. Rev., July 1958. Pp. 506-17. 

Wotrson, R. J. An econometric investigation of regional differentials in American agri- 
cultural wages. Econometrica, Apr. 1958. Pp. 225-57. 

Interracial wage structure in certain parts of Africa. Internat. Lab. Rev., July 1958. 
Pp. 20-55. 

Methods of compensating construction workers in Europe for loss of working time caused 
by bad weather. Internat. Lab. Rev., Aug. 1958. Pp. 195-208. 

Non-obligatory benefits provided by European employers in 1955. Internat. Lab. Rev., 
June 1958. Pp. 553-63. 

Reexamining fundamentals of UI. Employment Sec. Rev., Aug. 1958. Pp. 3-29. 

The regulation of hours of work in agriculture. Internat. Lab. Rev., June 1958. Pp. 538-52. 


Population; Welfare Programs; Standards of Living 

Brack, J. A note on the economics of national superannuation. Econ. Jour., June 1958. 
Pp. 338-52. 

Bricuter, M. Classification of the population by social and economic characteristics—the 
French experience and international recommendations. Jour. Royal Stat. Soc., 1958, 121 
(2). Pp. 161-95. 

Ecner, E. Eigenart und Aufgabe hauswirtschaftlicher Forschung. Zeitschr. f. die ges. 
Staatswiss., 1958, 114 (2). Pp. 251-68. 

FREUDENBERG, K. Die Reproduktionsziffer der Bevélkerung Westdeutschlands. Schmollers 
Jahrb., 1958, 78 (4). Pp. 83-95. 

Gottiies, M. Medical care: a public utility? Land Econ., Aug. 1958. Pp. 208-18. 

Hacensucu, W. The welfare state and its finances. Lloyds Bank Rev., July 1958. Pp. 1-17. 

Lent, L. Prospettive di sviluppo della popolazione italiana. (With English summary.) 
L’industria, Apr.-June 1958. Pp. 143-53. 

Scuu1z, T. The problem of adequate nutrition. Bull. Oxford Univ. Inst. Stat., Aug. 1958. 
Pp. 305-17. 

Wirtz, E. E. Public policy on economic security. Bus. Topics, May 1958. Pp. 1-8. 
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Economic stability and social security. Internat. Lab. Rev., May 1958. Pp. 434-54. 
A labor view of health insurance. Mo. Lab. Rev., June 1958. Pp. 626-30. 


Related Disciplines 


Baumot, W. J. Topology of second order linear difference equations with constant co- 
efficients. Econometrica, Apr. 1958. Pp. 258-85. 


Stone, J. J. An experiment in bargaining games. Econometrica, Apr. 1958. Pp. 286-96. 
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NOTES 


Members wis wish to make suggestions for officers of the American Economic Associ- 
ation for 1959-60 are invited to place names with James Washington Bell, secretary of 
the Association, for transmission to the Nominating Committee when appointed by the 
incoming President. 


FELLOWSHIPS FOR REGIONAL FACULTY RESEARCH SEMINARS 
IN EconomIcs 


The Ford Foundation announces the sponsorship of 6 Regional Research Seminars in 
Economics to be held in the summer of 1959 for an 8-week period. Participation in the 
seminars is open on a competitive basis to faculty members teaching economics or business 
subjects at liberal arts colleges or other institutions of higher learning that do not offer 
a doctorate in economics. It is the purpose of this program to enhance the effectiveness 
of teaching and to encourage research studies of significance. 

Each seminar will be limited to 10 participants. The seminars will be devoted to a 
survey of important recent contributions to the literature, and an examination of the 
major research problems in the field. Participants will formulate research projects which 
it is anticipated will be continued over the following academic year. The seminar group 
will meet at least once in the following year to discuss progress in these research studies. 

The regions, directors, and subject areas will be the following: I, New England States 
and New York State excluding New York City: Professor Charles Kindleberger, Massa- 
chusetts Institute of Technology, International Economics. II, Middle Atlantic, including 
New York City, New Jersey, Maryland, Virginia, West Virginia, District of Columbia, 
Delaware and Pennsylvania: Professor Paul Strayer, Princeton University, Public Finance. 
III, Southeast, including North Carolina, South Carolina, Georgia, Florida, Alabama, 
Mississippi, Tennessee, Louisiana, Arkansas: Professor Maurice Lee, University of North 
Carolina, Economic Fluctuations, Growth and Stability. IV, Middle West, including Ohio, 
Kentucky, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Missouri and Iowa: Professor 
Walter Adams, Michigan State University, Government and Business. V, Northwest, in- 
cluding Washington, Oregon, Idaho, Montana, Wyoming, North and South Dakota, 
Nebraska, and Northern California: Professor Raymond Mikesell, University of Oregon, 
International Economics and National Policies. VI, Southwest, including central and 
southern California, Nevada, Utah, Arizona, Colorado, New Mexico, Kansas, Oklahoma 
and Texas: Professor Andreas Papandreou, University of California (Berkeley), Theory 
of the Firm. 

Fellowships provide a stipend of $800 to compensate in part for loss of summer earn- 
ings, a $200 allowance for living expenses, and travel expenses. Preference will be given to 
applicants who have had a minimum of 3 years’ teaching experience since attending 
graduate school, and who are under 50 years of age. Applications may be secured from 
the seminar director in the applicant’s region. The deadline for submitting applications 
is January 15, 1959. Awards will be announced not later than March 1. 


ANNOUNCEMENTS 


A 5-year grant for graduate seminar workshops has been given the economics depart- 
ment of Columbia University by the Ford Foundation. For 1958-59 programs have been 
launched in public finance, expectational economics and economic development of industrial 
countries. Fellowships and assistantships will be available under this program. 


Claremont Men’s College has announced that its newly found Institute of Federalism 
will sponsor studies in the political economy of American Federalism. Specialists in admin- 
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istrative organization, economics, public finance, and political ethics and political history 
from its present faculty, augmented by several additional appointments, will conduct 
research in the political and economic effects of federal grants-in-aid programs, the func- 
tional divisions of federal, state, and local government, the comparative costs and efficiency 
of federal and state services, and the extent and effect of centralization upon elections, 
candidates and platforms. 
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The national AFL-CIO has established a speakers bureau for college and university 
functions. The bureau intends to have speakers available for seminars, forums and any 
type of meeting that would appear to be educationally desirable. Interested academic 
officials should write to Tilford E. Dudley, AFL-CIO Department of Public Relations, 
815-16th St. N.W., Washington 6, D.C. 

The U. S. Civil Service Commission is still accepting applications for economist positions 
in the following specialized fields: business, international trade and development, fiscal and 

ial, transportation, labor, and general economics. The entrance salaries now range 
from $5,985 to $12,770 a year. To qualify, applicants must have completed either a 4-year 
college course with major study in economics, or have had 4 years of successful progressive 
experience in economics. In addition, they must have had from 2 to 4 years of advanced 
economic experience, part of which must have been in one of the specialized fields. Further 
information and application forms may be obtained at many post offices throughout the 
country, or from the U.S. Civil Service Commission in Washington. 


New PvuBLICATIONS 


The first issue of the Journal of Law & Economics will be published in October 1958. 
This annual journal will specialize in the examination of issues of public policy of joint 
to lawyers and economists. It is to be published by the University of Chicago Law 
editorship of Aaron Director, professor of economics in the Law School. 


A group of scholars interested in assessing the impact of technology on society have 
formed the Society for the History of Technology. The Society will sponsor meetings and 
will publish a quarterly journal, Technology and Culture, devoted to the study of the 
development of technology and its relations with society and culture. The Society expects 
to begin publication of Technology and Culture in the fall of 1959. Applications for charter 
membership ($10.00) in the Society for the History of Technology should be sent to the 
chairman of the executive committee, Professor Melvin Kranzberg, Room 315, Main 
Building, Case Institute of Technology, Cleveland 6, Ohio. 


Deaths 


Paul E. Bryant died September 18, 1957. 

Alexander H. Erlick of the University of Miami died in June 1958. 

Rowland G. Freeman, Harvard Graduate School of Business Administration, died July 
23, 1958. 

Leon Goldenberg died July 24, 1958. 

Edward Kilberg of the National Bureau of Economic Research was killed in an accident 
on August 15, 1958. 

Roy C. Osgood died July 9, 1958. 

Stefan Valavanis of Harvard University met with an accidental death in Greece, July 
1958. 

Visiting Foreign Scholars 


Maurice Allais of the Ecole Nationale Supérieure des Mines de Paris will be visiting 
professor at the Thomas Jefferson Center for Studies in Political Economy, University of 
Virginia, in the second semester. 

Sven Dané of the University of Copenhagen is visiting research professor at the Uni- 
versity of Illinois. 
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Gordon R. Fisher, of England, has been appointed research associate in the Research 
Seminar in Quantitative Economics, University of Michigan. 

John Johnston, on leave from the University of Manchester, England, is visiting associ- 
ate professor of economics at the University of Wisconsin. 

Kameo Matusita of the Institute of Statistical Mathematics, Tokyo, will be in this 
country November 1 under a Rockefeller grant and will visit various universities through- 
out the country. 

N. A. Mavlankar of Fergusson College, Poona, India, is visiting lecturer in the depart- 
ment of economics, Florida State University. 

Alan Peacock, of the University of Edinburgh, is visiting professor at the Johns Hop- 
kins University in the first semester of the current academic year. 

Erich Schneider of Christian-Albrechts-Universitat, Kiel, Germany is here for six months 
under a Rockefeller grant and will visit several universities throughout the country. 

A. A. Walters of the University of Birmingham, England is visiting associate professor 
of economics at Northwestern University in the current academic year. 


Appointments and Resignations 


Walter Adams has returned from Europe and the Middle East where he made an evalua- 
tion of American university programs there under the auspices of the Carnegie Corporation. 

Reijo G. Aho has been appointed instructor in the department of economics at Michigan 
State University. 

Joseph Airov has been promoted to associate professor of economics in the School of 
Business Administration, Emory University. 

Armen A. Alchian has been promoted to professor of economics at the University of 
California, Los Angeles. 

William R. Allen has been promoted to associate professor of economics at the Uni- 
versity of California, Los Angeles. 

Clayton W. Anderson has been appointed instructor in accounting, School of Business, 
Northwestern University. 

Robert E. Asher of the Brookings Institution is on leave for eight months to head a 
special missiou in Tunisia for the Food and Agriculture Organization. 

Ruben V. Austin has been appointed assistant to the dean of the College of Business 
and Public Service at Michigan State University. He is also coordinator of the Business 
Administration School in Sao Paulo, Brazil. 

George L. Baker, Jr. has been appointed research associate in business administration in 
the Harvard Graduate School of Business Administration. 

Stephen J. Barres has been appointed associate professor and major advisor of manage- 
ment in the College of Business Administration, University of Nevada. 

Merrill D. Bartlett has been appointed instructor in business and economics at the Uni- 
versity of Maine. 

James W. Beck has been appointed director of the Bureau of Business and Economic 
Research and acting chairman of the department of economics at the University of North 
Dakota. 

Jack F. Bennett has transferred to London as deputy European financial representative 
of the Standard Oil Company (New Jersey). 

James Berna has been appointed assistant professor of economics at Georgetown Uni- 
versity. 

Bernard P. Bernsten has resigned from the Econometric Institute to accept a position 
as staff economist and secretary of the Committee on Business Statistics, United States 
Chamber of Commerce. 

Arthur G. Billings has been appointed associate professor of economics at the University 
of Kansas City. 
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B. D. Bixley has been appointed instructor in the department of political economy of 
the University of Toronto. 

Joseph B. Black, Jr. has been appointed faculty lecturer in finance in the School of 
Business, Indiana University. 

Albert L. Blum, formerly of the National Industrial Conference Board, has been ap- 
pointed assistant professor in the New York State School of Industrial and Labor Rela- 
tions, Cornell University. 

Morris Bornstein has been appointed assistant professor of economics at the University 
Michigan 


of 
W. Donald Bowles has been appointed assistant professor of economics at the American 
University. 

Donald O. Bowlin has been appointed assistant professor in the department of eco- 
nomics at Pennsylvania State University. 

Carl T. Brehm, Jr. has been promoted to assistant professor of economics at Michigan 
State University. 

Henry Briefs is on leave for one year from Georgetown University to work with the 
Council of Economic Advisers. 

Louis P. Bucklin has been appointed instructor in marketing in the School of Business, 
Northwestern University. 

Arthur D. Butler has been promoted to associate professor of economics in the School 
of Business Administration, University of Buffalo. 

William R. Campbell has resigned as faculty lecturer in management in the School of 
Business, Indiana University. 

Wilfred V. Candler is a member of the economics faculty at the University of New 
England, Australia. 

Rocco Carzo, Jr. has resigned from the School of Business, Indiana University, to ac- 
cept a position at Pennsylvania State University. 

Frank J. Charvat has been promoted to associate professor of business administration in 
the School of Business Administration, Emory University. 

Hollis Chenery was promoted to professor of economics at Stanford University, 
effective September 1957. 

Nanda K. Choudhry of the University of Wisconsin has been appointed visiting assist- 
ant professor at the University of Rochester. 

James Collier has been promoted to assistant professor of economics at the University 
of North Dakota. 

Edward J. Cook has been appointed chairman of the department of economics in the 
School of Business, Fordham University. 

John D. Coupe has been appointed assistant professor of business and economics at the 
University of Maine. 

F. R. Crocombe retired June 30, 1958 from the department of political economy, 
University of Toronto. 

J. H. Dales has been promoted to associate professor in the department of political 
economy, University of Toronto. 

Peter L. Danner has been appointed associate professor and chairman of the depart- 
ment of economics and business administration, St. Ambrose College, in the current aca- 
demic year. 

Martin Diamond has accepted an associate professorship at Claremont Men’s College. 

Robert Dinman of the University of Florida has been granted a leave of absence to 
accept a position at the University of Indonesia in Jakarta under the auspices of the 
Ford Foundation. 

Joel B. Dirlam has returned to the University of Connecticut as associate professor of 
economics. 
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Edgar S. Dunn has been granted leave from the University of Florida to accept a posi- 
tion with the Organization for European Economic Cooperation in Paris. 

Read R. Durtschi has resigned from the University of Utah to accept an appointment 
at Utah State University. 

John M. Dutton has been promoted to research associate in business administration in 
the Harvard Graduate School of Business Administration. 

Alfred L. Edwards has been promoted to assistant professor of economics at Michigan 
State University. 

Theo H. Ellis of North Dakota Agricultural College has accepted a position as agri- 
culturist with the Farm Economics Research Division, U. S. Department of Agriculture, at 
Polytechnic Institute, Auburn, Alabama. 

Roland T. Ely has been appointed instructor in economics in University College of 
Rutgers—The State University. 

Harry F. Evarts of Harvard Graduate School of Business Administration, has been 
appointed instructor in production management in the School of Business, Northwestern 
University. 

Marvin L. Fair of Tulane University will serve as visiting professor of transportation 
at American University in the current academic year. 

John M. Ferguson, formerly of the University of Pittsburgh, has been named chairman 
of the department of economics at Chapman College, Orange, California. 

Max W. Fletcher has been appointed assistant professor of economics in the College of 
Business Administration, University of Idaho. 

Earl B. Franch of Bucknell University has been appointed assistant professor in the 
New York State School of Industrial and Labor Relations, Cornell University. 

C. B. Franklin has been appointed instructor in the department of economics, Florida 
State University. 

Joseph R. Fritzemeyer has been appointed faculty lecturer in accounting in the School 
of Business, Indiana University. 

Samuel Frumer has been appointed faculty lecturer in accounting in the School of Busi- 
ness, Indiana University. 

W. D. Gainer, on a year’s leave from the University of Alberta, is research associate in 
the department of political economy, University of Toronto. 

James A. Gentry has been appointed lecturer in business administration in the School of 
Business Administration, Emory University. 

Claude S. George, associate professor of industrial management, has been appointed 
assistant dean of the School of Business Administration, University of North Carolina. 

Cecil R. Glaves has resigned from the department of business and economics, Tllinois 
Institute of Technology. 

Edwin C. Gooding has been appointed instructor in economics at Lehigh University. 

Oscar R. Goodman has been appointed visiting associate professor of finance in the 
School of Business, Northwestern University. 

William E. Gordon has been appointed associate professor at Simpson College. 

Wytze Gorter, of the University of California, Los Angeles, is Fulbright lecturer in inter- 
national economics at the University of Groningen, Netherlands, this year. 

Margaret Graves, formerly of the Graduate School of Business Administration, Harvard 
University, has been appointed instructor in the department of economics, University of 
Florida. 

David G. Greene has been appointed instructor in the department of economics, Michi- 
gan State University. 

Albert Griffin has been promoted to professor of business administration in the School 
of Business Administration, Emory University. 
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Gene K. Groff has been appointed faculty lecturer in management, School of Business, 
Indiana University. 

Morton C. Grossman has been granted leave from the State College of Washington to 
serve as chief program economist and principal economic policy adviser in India, stationed 
in New Delhi, for the U. S. International Cooperation Administration. 

William L. Haeberle has been appointed associate professor of management and director 
of management leadership program, School of Business, Indiana University. 

Paul K. Hall has been appointed faculty lecturer in accounting, School of Business, 
Indiana University. 

W. Lee Hansen of Johns Hopkins University has been appointed assistant professor 
of economics at the University of California, Los 

Kurt L. Hanslow of the legal staff of the United Automobile workers, AFL-CIO, is 
visiting associate professor in the New York State School of Industrial and Labor Re- 
lations, Cornell University. 

George Hardbeck has been appointed associate professor at Louisiana Polytechnic In- 
stitute. 

Joseph E. Haring has been appointed instructor in economics at Barnard College. 

Neil Harl has been appointed research associate jointly with the Agricultural Law 
Center, State University of Iowa, the Agricultural Research Service, USDA, and the 
Agricultural Experiment Station of Iowa State College. 

Robert E. Harris has been appointed assistant professor of business administration 
and finance in the School of Business Administration, The American University. 

Albert G. Hart has been appointed chairman of the economics department at Columbia 
University. 

Mitchell Harwitz has been appointed assistant professor of economics at Northwestern 
University. 

John P. Henderson has been appointed economist in the Bureau of Business and Eco- 
nomic Research, and associate professor in the department of economics, Michigan State 
University. 

Kenneth M. Henderson, formerly president of Ditto, Inc., has been appointed lecturer 
in business administration, School of Business, Northwestern University. 

Clifford Hildreth has been appointed head of the department of economics, Michigan 
State University. 

Randall Hinshaw is visiting professor of economics at Oberlin College this year. 

Werner Z. Hirsch has been granted a year’s leave of absence from Washington University 
to serve with Resources for the Future. 

Jack Hirshleifer of the University of Chicago is visiting associate professor of economics 
at the University of California, Los Angeles. 

Karel Holbik has been appointed assistant professor of economics and finance at 
Boston University. 

Bob R. Holdren, formerly of Williams College, has been appointed assistant professor 
of economics in the department of economics at Iowa State College. 

Stanley C. Hollander of the Wharton School has been associate professor in the College 
of Business and Public Service, Michigan State University, since January 1958. 

Jerome J. Hollenhorst has been appointed instructor in economics in the department 
of economics at Iowa State College. 

Donald R. Hughes has been promoted to research associate in business administration 
in the Harvard Graduate School of Business Administration. 

Franklin Yen Hui Ho is assistant professor of business administration at the Univer- 
sity of Portland. 

Donald F. Istvan has resigned from the School of Business, Indiana University. 

Myra Janco has been promoted to associate professor of marketing in the School of 
Business, Indiana University. 
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Leland H. Jenks of the California Institute of Technology will be visiting professor of 
economics at Columbia University in the 1959 spring semester. 

James E. Jensen has resigned from the Federal Reserve Bank of Dallas to accept an 
appointment as associate professor of economics at Wisconsin State College, Stevens 
Point. 

Mrs. Dell B. Johannesen has been appointed assistant professor of economics at the 
University of North Carolina. 

Clyde C. Jones has been appointed assistant dean, College of Commerce and Business 
Administration, University of Illinois. 

William A. Kamins has been promoted to research associate in business administration, 
Harvard Graduate School of Business Administration. 

Laura L. Karadbil has been appointed instructor in accounting, School of Business Ad- 
ministration of The American University. 

Gordon M. Kaufman has been promoted to research associate in business administration, 
Harvard Graduate School of Business Administration. 

Robert M. Kaufman has resigned from the Antitrust Division of the 
Justice and has been appointed legislative assistant to U. S. Senator Jacob K. Javits = 
New York. 

Lloyd Keeton, formerly of Ferris Institute, has been named research associate at the 
University of Kentucky Bureau of Business Research. 

William N. Kinnard, Jr. has been promoted to associate professor of finance and real 
estate and head of the business department, School of Business Administration, University 
of Connecticut. 

Charles R. Klasson has been appointed faculty lecturer in management, School of Busi- 
ness, Indiana University. 

George Kleiner has returned to the University of Illinois after spending a year in Japan 
as Fulbright lecturer. 

Allen V. Kneese has resigned from the University of New Mexico to accept a position 
as research economist with the Federal Reserve Bank of Kansas City. 

William E. Koenker is on a two-year leave from the University of North Dakota to 
be program economist with the International Cooperation Administration in Baghdad, 
Traq. 

Alexander Kondonasis has joined the staff of the University of Oklahoma as assistant 
professor. 

Anthony Krzystofic has been appointed instructor in accounting in the School of 
Business Administration, University of Massachusetts. 

Marian Krzyzoniak has been appointed research associate in the department of economics, 
University of Michigan, to work on the Merrill Foundation Tax Research Study. 

John D. Lages, formerly of the University of Missouri, has been appointed instructor 
in economics at Iowa State College. 

Thomas J. Leary has joined the faculty of Northeastern University as assistant professor 
of economics. 

B. C. Lemke of Michigan State University will conduct a course in financial control 
for the Istituto Post-Universitario per lo Studio dell’Organizzazione Aziendale (IPSOA), 
in Turin, Italy, this year. 

Eugene N. Lerner, formerly with the Federal Reserve Bank of Chicago, has been 
appointed assistant professor of finance in the School of Business, Northwestern Uni- 
versity. 

Richard K. Lewis has been appointed instructor in the School of Business, University 
of Kansas. 

Ben A. Lindberg, formerly of the Harvard Graduate School of Business Administration, 
has been appointed professor of business administration and assistant dean of the School 
of Business Administration, The American University. 

Charles Lockyer has been granted leave of absence from the University of Kentucky 
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Bureau of Business Research to serve as director of the Division of Accounts and Ad- 
ministrative Service, Kentucky Department of Highways. 

Stanley Long of Northwestern University is teaching at Yale University in the current 

ic year. 

David E. Lund has been appointed assistant professor of transportation in the School 
of Business, Northwestern University. 

Richard M. Lyon has been appointed professor of business organization and manage- 
ment in the College of Commerce, University of Notre Dame. He is also lecturer in law 
and industrial relations at Lake Forest College. 

Ivory L. Lyons has joined the faculty of Northeastern University as instructor in 
economics. 

H. I. Macdonald has been appointed research associate in the department of political 
economy, University of Toronto. 

Don A. Markwalder of Northwestern University has been appointed instructor in 
economics at the University of Toledo. 

David D. Martin, on leave from Washington University, is visiting associate professor 
of business economics and public policy in the School of Business, Indiana University. 

James W. Martin has resigned as Kentucky Commissioner of Highways to return to 
the University of Kentucky as director of the Bureau of Business Research. Upon com- 
pletion of his duties with the state of Kentucky he was given the Award of the Governor’s 
Medallion for outstanding service. 

Raymond R. Mayer has resigned from the School of Business, University of Chicago, 
to become associate professor of management in the business and economics department, 
Illinois Institute of Technology, effective Jan. 1, 1959. 

Howard McBride of the University of Illinois has been appointed assistant professor at 
the University of Cincinnati. 

Ray H. McClary has been appointed faculty lecturer in accounting, School of Business, 
Indiana University. 

Harold F. McClelland has been appointed instructor in economics, Claremont Men’s 
College. 

I. McDonald has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto. 

Edgar L. McGowan has been promoted to associate professor of accounting in the 
School of Business Administration, University of South Carolina. 

Lachlan McGregor of the University of Illinois has accepted an appointment in the 
economic history department, Northwestern University. 

Bruce D. McSparrin, Jr. has been promoted to assistant professor of management in 
the School of Business, Indiana University. 

Emanuel Melichar has been appointed instructor in economics at the University of 
Connecticut. 

Edmund A. Mennis has been promoted to director of research, Wellington Fund, 
Philadelphia. 

Kenneth Merrill has been appointed instructor in the School of Business, University 
of Kansas. 

Emil A. Mesics has been appointed associate professor in the New York State School 
of Industrial and Labor Relations, Cornell University. 

Albert Meyers has become professor emeritus, Georgetown University. 

Jerry Miner has been appointed assistant professor in the economics department, 
Syracuse University. 

William M. Morgenroth has been appointed instructor in industry, School of Business 
Administration, University of Pittsburgh. 
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Aurelius Morgner has resigned from Texas A. and M. College. 
Edward J. Morrison has resigned from the School of Business, Indiana University. 
Norman W. Mosher has been appointed instructor in economics at the University of 


Grady L. Mullennix has resigned from Michigan State University to accept an ap- 
pointment as associate professor of business administration, Fresno State College, Fresno, 
California. 

Pa Mumey has been appointed instructor in economics at the University of North 
ota. 

Lawrence B. Myers has been assigned to the International Cooperation Administration 
in Burma since May 1957. 

Marc Nerlove has been appointed visiting lecturer in political economy at the Johns 
Hopkins University for the fall term. 

Herbert E. Newman has been appointed chairman of the department of economics 
at Dickinson College. 

Edwin G. Nourse will be visiting distinguished professor of economics at the Penn- 
sylvania State University in the spring semester 1959. 

John F. O’Leary, Jr. has been appointed instructor in economics at Lehigh University. 

John T. O’Neil has been promoted to professor of business administration, School of 
Business, Northwestern University. 

Danilo Orescanin has been appointed faculty lecturer in business administration and 
administrative assistant to the dean, School of Business, Indiana University. 

David W. Ortlieb has resigned from the School of Business, Indiana University. 

Robert W. Paterson, head of the Bureau of Business and Economic Research, has 
been promoted to professor of economics at the University of South Carolina. 

Arnold A. Paulsen has been appointed assistant professor of economics and extension 
economist in farm management in the department of economics, Iowa State College. 

H. Austin Peck has been promoted to professor of business and economics at the Uni- 
versity of Maine, 

Jgrgen Pedersen has been appointed visiting professor of business, economics and gov- 
ernment, School of Business, Indiana University. 

Frances Perkins, former Secretary of Labor, is visiting lecturer in the New York State 
School of Industrial and Labor Relations, Cornell University in the current academic year. 

Leroy L. Phaup, Jr. has been appointed associate professor of insurance in the School 
of Business Administration, University of South Carolina. 

Clinton A. Phillips has resigned from the University of Tennessee to accept an appoint- 
ment in the department of economics, Tulane University. 

Janus Poppe has been appointed instructor in the department of economics, University 
of Maryland. 

Reed M. Powell has been appointed visiting lecturer in business administration in the 
Harvard Graduate School of Business Administration. 

Jan S. Prybyla, formerly of the College de l'Europe Libre, has been appointed assist- 
ant professor of economics at The Pennsylvania State University. 

Olin S. Pugh has been promoted to associate professor of economics at the University 
of South Carolina. 

LeRoy Qualls has been given leave from the University of Florida to serve with the 
State Budget Department, Tallahassee, Florida. 

— N. Randall has been appointed dean of the College of Business, University of 
tah. 


Robert A. Randolph has been appointed assistant professor at Springfield, Mass., YMCA 
College. 
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Arnold H. Raphaelson has been appointed assistant professor of business and economics 
at the University of Maine. 

Jewell J. Rasmussen has been appointed head of the department of economics at the 
University of Utah. 

Emmett J. Rice has been promoted to assistant professor in the department of eco- 
nomics, Cornell University. 

Ronald G. Ridker has been promoted to assistant professor of economics at Washington 
University. 

J. Roberts has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto. 

Merrill J. Roberts has been appointed professor of transportation in the School of 
Business Administration, University of Pittsburgh. 

Robert A. Robertson, formerly of the University of Arkansas, has been appointed 
assistant professor of economics at the University of New Mexico. 

Stefan H. Robock is now the deputy director of the Business-Education Division, 
Committee for Economic Development, New York, N.Y. 

R. Thayne Robson has been appointed acting assistant professor of economics at the 
University of California, Los Angeles. 

James A. Rogers has accepted an assistant professorship at Claremont Men’s College. 

Robert R. Rogers has been appointed instructor in the department of business and 
economics, Illinois Institute of Technology. 

Robert W. Rosen has been appointed interim assistant professor in the economics de- 
partment, University of Florida. 

Edward Rosenbaum of Wayne University has been appointed assistant professor in 
the School of Business Administration, The American University. 

Stephen W. Rousseas, of the University of Michigan, is visiting lecturer in economics 
at Yale University. 

Marvin Rozen, formerly of Stanford University, has accepted an appointment in the 
economics department, Pennsylvania State University. 

P. H. Russell has been appointed lecturer in the department of political economy, 
University of Toronto. 

Arnold Saggese has been appointed assistant professor of economics at Iona College, 
New York. 

Robert L. Sandmeyer, formerly of Fort Hays Kansas State College, has been appointed 
instructor in economics in the department of economics, Iowa State College. 

J. E. Sands has been appointed assistant professor of accounting in the department of 
political economy, University of Toronto. 

Ralston D. Scott has resigned from Atterbein College, Ohio, to become head of the 
department of business administration, Rochester Institute of Technology. 

Lloyd V. Seawell has been promoted to assistant professor of accounting, School of 
Business, Indiana University. 

Robert J. Senkier has been appointed assistant dean of the Graduate School of Business, 
Columbia University. 

Ezzedin M. Shamsedin, formerly of Queen’s College, Charlotte, N. C., has been appointed 
assistant professor of economics in the School of Business Administration, University of 
South Carolina. 

Thomas W. Sharkey has been appointed faculty lecturer in management, School of 
Business, Indana University. 

Robert P. Shay has been appeinted director of the School of Business Administration, 
University of Maine. 

Francis Shieh has been appointed instructor in economics in Immaculate Heart College, 
Los Angeles. 
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George B. Simmons has been appointed faculty lecturer in business administration, 
School of Business, Indiana University. 

Harold E. Simmons has been appointed instructor in the department of economics, 
Michigan State University. 

Gerald A. Simon has been appointed lecturer in marketing, School of Business, North- 
western University. 

Joseph Skehan has been appointed instructor in the department of economics, George- 
town University. 

Charles W. Skinner has been appointed research associate in business administration in 
the Harvard Graduate School of Business Administration. 

G. Slasor has been appointed lecturer in the department of political economy, University 
of Toronto. 


Alfred G. Smith, Jr. has been named head of the department of economics, University 
of South Carolina. 

Irvin Sobel, on leave from Washington University, is visiting professor of economics at 
the University of Bologna, Italy. 

Marie W. Spencer has resigned as assistant professor in the department of business and 
economics, Illinois Institute of Technology. 

Richard L. A. Sterba is on leave from the department of economics to participate in 
the research program in nuclear energy in the College of Engineering at the University of 
Florida. 

Ben S. Stevenson, formerly of Ohio State University, has been appointed instructor in 
finance, School of Business, Northwestern University. 

John B. Stewart has been appointed assistant professor of business administration in the 
Harvard Graduate School of Business Administration. 

James H. Street of Rutgers-The State University lectured in the Foundation for Higher 
Studies in Management in Buenos Aires as well as in various other Argentine universities 
during the past year. 

Robert H. Strotz has been promoted to professor of economics at Northwestern Uni- 
versity. He is visiting professor of economics at Massachusetts Institute of Technology in 
the current academic year. 

Robert H. Stroup has been named assistant director of the Bureau of Business Research, 
University of Kentucky. 

Richard K. Stuart is on leave from the University of Maine to serve as visiting lecturer 
at Pomona College, California. 

Frank M. Tamagna, consultant on savings statistics at the Board of Governors, Federal 
Reserve System, has been appointed fulltime professor of economics at The American 
University. 

George C. Thompson has been promoted to professor of accounting and business law 
in the Graduate School of Business, Columbia University. 

Richard S. Thorn has been transferred from Washington to the Paris Office of the 
International Monetary Fund. 

Charles M. Tiebout has been appointed assistant professor of economics at the Univer- 
sity of California, Los Angeles. 

Richard Timberlake has been appointed assistant professor in the department of eco- 
nomics, Florida State University. 

C. F. Joseph Tom has been appointed acting chairman of the department of economics 
and business administration at Lebanon Valley College, Annville, Pa. 

Ralph N. Traxler, Jr. has been promoted to associate professor of business adminis- 
tration in the School of Business Administration, Emory University. 

Orba F. Traylor has been appointed Commissioner of Finance, Commonwealth of 
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Kentucky. He was formerly executive director of the Kentucky Legislative Research Com- 
mission. 

Joseph Tryon has been appointed instructor in the department of economics, George- 
town University. 

Sho-Chieh Tsiang has been appointed visiting lecturer in political economy at the 
Johns Hopkins University for the current academic year. 

William C. Tuthill, University of Illinois, has been appointed professor of accounting in 
the School of Business Administration, University of South Carolina. ‘ 

Allan J. Twark has been appointed assistant professor of economics at St. Joseph’s 
College, Collegeville, Indiana. 

Francis D. Tyson of the School of Business Administration, University of Pittsburgh, 
retired July 1, 1958. 

Daniel C. Vandermeulen has been promoted to professor of economics at Claremont 
Men’s College and Claremont Graduate School. 

Manuel A. Velez-Montes has been appointed instructor in economics in the University 
College of Rutgers—the State University. 

Robert F. Voertman has been promoted to associate professor of economics and business 
at Grinnell College. 

George A. von Peterffy has been appointed instructor in business administration in the 
Harvard Graduate School of Business Administration. 

Maneck S. Wadia has been appointed assistant professor of business administration, 
School of Business, Indiana University. 

Norman Waks has been appointed research associate in business administration in 
the Harvard Graduate School of Business Administration. 

Dilworth Walker has retired as head of the department of economics and dean of the 
College of Business, University of Utah. He will continue as professor of economics. 

Donald A. Walker has been appointed instructor in economics and finance at Boston 
University. 

Henry C. Wallich of Yale University is on leave for 1958-59 to serve as assistant to the 
Secretary of the Treasury. 

Clarence C. Walton, formerly of Duquesne University, has been appointed dean of 
Columbia University Graduate School of Business. 

M. H. Watkins has been appointed lecturer in the department of political economy 
at the University of Toronto. 

Harold L. Wattel has been promoted to associate professor of economics at Hofstra 
College. He is also director of the Bureau of Business and Community Research. 

Murray L. Weidenbaum has been appointed economist in the headquarters office of 
Boeing Airplane Company, Seattle, Washington. 

Robert M. Weidenhammer is on leave from the University of Pittsburgh to lecture on a 
Fulbright fellowship at the University of Munich in the current academic year. 

Burton A. Weisbrod has beeen promoted to assistant professor of economics at Washing- 
ton University. 

Clifton R. Wharton Jr. has been named field associate in agricultural economics for 
Malaya and nearby Southeast Asian countries by the Council on Economic and Cultural 
Affairs, Inc. 

Arthur M. Whitehill, Jr. has returned to the University of North Carolina from a 
year lecturing at Keio University in Japan on a Fulbright fellowship. 

Ronald P. Willett has been appointed faculty lecturer in marketing in the School of 
Business, Indiana University. 

J. Earl Williams, formerly of the University of Wisconsin, is assistant professor of 
economics at the University of Tennessee. 
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James W. Wilson, formerly of the University of British Columbia, is associate professor 
of business administration and sales management in the School of Business Administration, 
The American University. 

Whitten P. Windham has been appointed instructor in accounting at the University of 
North Carolina. 

Tadeusz Z. Wojcik has been appointed lecturer in business and economics at the Uni- 
versity of Maine. 

Ronald H. Wolf, formerly of Vanderbilt University, is assistant professor of economics 
at the University of Tennessee. 

J. N. Wolfe has returned to the department of political economy at the University of 
Toronto after a year spent at the University of Rochester as visiting professor. 

Robert T. Woodworth has been appointed instructor in business economics, School of 
Business, Northwestern University. 

Cyril A. Zebot has been appointed associate professor of economics at Georgetown 
University. 

Fred Zeller has been appointed instructor in economics at the University of North 
Dakota. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will publish in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 
address or to use a key number. Deadlines for the four issues of the 
Review are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


International Cooperation Administration: This Administration has several openings 
at the moment and anticipates additional vacancies from time to time for well-qualified 
economists interested in positions overseas. The positions are of two types. Some are 
for advisers in special areas, such as finance, taxation and budget. Others are for 
generalists to continuing analyses of a country’s economy to help guide the 
planning and execution of the foreign aid program for the country. Both types of 
positions require economists with sound theoretical background and experience in 
research or applied practice. 

The minimum tour is for two years at the foreign post, but employees who make 
good are encouraged to make a career of the service. Candidates must have been 
citizens of the United States for at least five years. The candidate and all dependents 
who will reside at the foreign post must pass complete physical examinations. Preferred 
ages are between 30 and 55. Base salaries for the vacancies that most frequently arise 
range from about $8,000 to $14,000. There are also a number of fringe fenctie, in- 
cluding housing, medical care, educational allowances for children, differentials rang- 
ing to 25 per cent for some hardship posts, and home leave between tours. If in- 
terested—whether or not immediately available—send a résumé or preferably the 
Standard U.S. Government Employment Application (Form 57) to: Office of Per- 
sonnel, International Cooperation Administration Box ER 1, Washington 25, D.C. 
Applications will be held confidential. 


Business law and accounting: School of business administration in the nation’s capital 
opening for instructor or assistant professor, LL.B. and accounting B.S. i 
minimum. For 1959-60 academic year. P207 


Production management: Instructor wanted in growing Rocky Mountain business 
administration department. Should have sound economic ps gp and be able to 
teach wage and salary administration, job evaluation, middle management, etc. 
$5,000. P207 


Undergraduate economics: Needed January, 1959. Instructor or assistant professor 
for fully accredited northern university, enrollment over 6,000. General sopho- 
more economics and perhaps one or two advanced courses; 15 hour load; some eve- 
ning school. Salary $4,500 to $6,500 for 9 months, depending upon education and 
stage of career. Should be Ph.D. or near, but experience or ge are not re- 
quired. Specialization or research not as important as good teaching ability. Perma- 
nent vacancy. P208 
Economics: Young Ph.D., man or woman; opportunity to develop an undergradu- 
ate program; advancement based primarily on teaching ability. Midwestern liberal 
arts college for women; metropolitan area. P209 
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Economist: Wanted for system planning group engaged in analysis of operational 
and logistic factors and effectiveness of electronic warfare systems. Program's ob- 
jective is direction of research and development program. Work is with engineers, 
physical scientists, mathematicians, and other economists in 800-man research labora- 
tory near Stanford University and San Francisco. Experience in military planning 
and Ph.D. highly desirable. Write to: Dr. Guy Black, Electronic Defense Laboratory, 
Sylvania Electric Products, Inc., P.O. Box 205, Mountain View, California. 


Economics, econometrics, and growth: Wanted, for September, 1959, experienced 
teacher for introductory courses as part of general education program as well as 
advanced specialties in econometrics and statistics or international and growth eco- 
nomics. Research encouraged but not primary concern. Doctorate or doctoral candi- 
date. Please send detailed résumé to: J. W. Lloyd, Northern Illinois University, 
De Kalb, Illinois. 


Central Intelligence Agency: Openings in the United States government are available 
for qualified economists interested in economic research concerning foreign areas. 
Positions involve the measurement of aggregative economic performance as well as 
detailed research on major industries and on agriculture, transportation, communica- 
tions, and international trade. Prefer applicants with an advanced degree or sub- 
stantial amount of graduate work in economics. Salary scales and other benefits com- 
parable to civil service. Starting salary depends on experience and training. For 
application form and interview arrangements, write to: Central Intelligence Agency, 
2430 E Street, N.W., Washington 25, D.C. Give personal data and résumé of 
education and experience. 


Economics: Department of Economics will have a vacancy, beginning in February or 
September, 1959, for a man having a Ph.D. in economics with a background in 
scholastic philosophy. Teaching competence should include the following areas: eco- 
nomic theory and problems, statistics, money and banking, public finance, interna- 
tional trade, and history of economic doctrine. Salary and rank depend upon publi- 
cations, teaching and related experience. Applicants should write: Dean, College of 
Arts and Sciences, Loyola University of Los Angeles, Los Angeles 45, California. 


Economics: Opening for second person in Department of Economics, women’s private 
liberal arts college near Roanoke, Virginia, beginning in September, 1959. Twelve 
hours teaching: international economics, labor economics, development of economic 
thought, and related subjects. Ph.D. or near to it. Salary and rank depend on previ- 
ous experience, teaching ability, publications, etc. Write: Chairman, Department of 
Economics, Hollins College, Virginia. 


Economics: Ph.D. with teaching experience wanted for June, 1959. Most interested 
in economic theory and international trade, but other fields of interest will also be 
considered. The applicant should speak French or be willing to learn it. P210 


Economists Available for Positions 


Industrial management, accounting, business administration, personnel management, 
industrial relations, economics, labor economics: Man, 40, married; B.A., National 
Peking University; M.B.A., Wharton School, University of Pennsylvania; completed 
Ph.D. requirements at University of Chicago; C.P.A. Six years of college teaching 
experience; 1 year as department head at Midwest university. Interested in writing 
with a keen mind of value judgment; book under way. Currently visiting member 
of Midwest state college faculty. Desires permanent teaching position with academic 
challenge and leadership. Prefers Central or Midwest; will consider East or other 
areas. E717 


Industrial and personnel management, labor economics, money and banking, economic 
principles, statistics: Man, 44, married; A.B., M.A., requirements for Ph.D. com- 
pleted except dissertation, which is in progress. Ten years of successful college and 
university teaching in above fields; 9 years of personnel experience in industry and 
government. Especially interested in college or university teaching position. Prefers 
Midwest location. Available in fall, 1959. E722 
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ic and applied research, industrial development, area, location, cost studies: Man, 
50; M.A., doctorate at ster University. Sixteen 
college teaching experience; supervising federal economist position; consu 

economist to a leading research institute; 6 languages, including perfect nua 
Russian. Seeks position in research and/or college teaching. Consulting work wel- 
comed in Midwest, South, Southwest. E744 
Economic and business history, business and government, insurance: Man, 39, mar- 
ried; Ph.D., New York University. Desires teaching position, research, opportunities 
to write company histories. Interested especially in a college or university teaching 
position in the Eastern area. Of special usefulness to Eastern life insurance companies 
as research assistant, economist, or historian. Has 17 years of governmental experience, 
including those of an advisory and administrative nature. E749 


Business and economic forecasting, business cycles, international economics, trade, 
and finance, statistics: Man, 49, married; master’s and doctor's degree in economics 
and statistics from leading university. Serving since 1946 in a well-known university ; 
desires new position as professor, chairman of department, and/or director of research 
jim a colege or university. Twenty years of experience in teaching, research and direc- 
{tion thereof, including 5 years as senior economist in Washington, D.C.; numerous 
studies and publications. E758 
Economics, banking, marketing: Man, 42; Ph.D., Columbia University, plus post- 
graduate training in marketing and law. At present with leading firm of manage- 
ment consultants specializing in marketing and management audits. Wishes to return 
to academic life in September, 1958. Has just completed two extensive surveys for 
Columbia University and Ford Foundation on foreign investment. Books; scholarly 
articles. Five years with United States government as senior economist; 4 years with 
foreign governments and U.N. as economic adviser; 11 years of university teaching, 
mostly at senior and graduate level. Minimum requirements: tenure, associate pro- 
fessor level. E760 
Economic theory, annpuutive economic systems, money and banking, underdeveloped 
areas and economic lopment, American economic history: Man (Indian), 29, 
married; M.A., LL.B., completing Ph.D. course requirements and dissertation in 
progress. Half year of experience in business association; year and a half of teaching 
experience; published 5 articles. Desires teaching position. E763 
Economic and business research, community and regional economic base analyses, 
public finance, principles, finance: Man, 34, married; Ph.D. in economics. Teaching, 
governmental research, and private economic consulting experience; publications; 
administrative experience. Currently acting head and research director of leading 
state university government research bureau. Desires directorship of university bureau 


of business research, West Coast, Midwest, or Eastern location. E765 
International economics and international relations, ec ic policy and govern- 
ment in economics, corporation finance (American and international), public , aa 


economic history, economic geography, comparative systems, regional economics of 
Europe, Middle East, Latin America: Man, in fifties; U.S. citizen; European pro- 
fessorial qualification; doctoral degrees in economics, finance, and law. Head of a 
department, full and visiting professor on four continents, including a leading uni- 
versity; 5 years of teaching at a U.S. university; research director; international bank- 
ing vice-presidency; statescraft and diplomatic functions on advanced level; at present 
visiting full professor at a state university ; roster U.N. Seven major and many shorter 
publications. E771 


Economic theory, industrial organization, international trade, international economic 
problems, economic systems, theory of growth, money and banking, statistics, method- 
ology in social research, labor economics: Man, 34, married; Ph.D. (both European 
and American degrees). Broad experience include 2 years of teaching, 4 years in 
business; research experience with one of the leading eastern universities; fluency in 
4 languages; excellent references. Interested in a teaching or research position. E772 


Economic theory, international economics, government and business, public finance, 
economic history, labor: Man, 54; Ph.D., Stanford University. Twenty-five years of 
college teaching; experience also in government service, foundation research, and 
business. Many articles in professional journals; two books, another in process, but 
chief interest is in teaching. Has good position now but desires change. Available in 
September, 1959. E773 


Economic theory, history of economic thought, business cycles and development, inter- 
national ec ics, ec ic systems, money and banking: Man, 46, married; Ph.D.; 
postgraduate study at the London School of Economics. Thirteen years of teaching 
experience. Other experience includes federal government, United Nations agency in 
Europe, private international agency. Available in September, 1959. E774 
Marketing, statistics, economic analysis, industry and commodity studies: Man, 40, 
married; Ph.D. credits completed. Over 10 years of top professional experience in 
supervising and conducting economic and marketing research projects. Desires teach- 
ing or business position. E775 
Economic development, international economics, economic planning, foreign trade: 

47, married; B.A., University of Berlin; M.A., University of Paris. Fifteen 
years in responsible government positions in international economics; 5 years with 
private business firms (market research and advertising) in U.S. and Europe. Fluent 
French, German, and Russian. At present consultant in economic development for 
— research organizations and Washington economic correspondent for leading 
oreign newspapers and periodicals. Desires permanent position or consulting assign- 
ments in above fields. E776 
Transportation, public utilities, business and government, doctrines, history, theory, 
other economics or business: Man, 40, married; M.B.A., Ph.D. Seven years of teach- 
ing, including department headship; 2 years as government economist; some busi- 
ness experience. Twenty journal publications; book near completion. Wishes to leave 
permanent position in large southwest school for climatic reasons; prefers West Coast 
or northwest teaching with research opportunity. No objection to some administrative 
duties. Available in fall, 1959. E777 
Finance and investments, business and market analysis, statistics: Man, 28, married; 
A.B., M.A., Ph.D. candidate; Phi Beta Kappa, Summa Cum Laude. Six years of ex- 
perience in responsible positions as economist, financial analyst and editor, and project 
director; 6 years of part-time teaching of economics and statistics. Currently employed 
in New York at high four-figure salary. Desires responsible research or research- 
administrative position. Will relocate. E778 
Economic theory, history of economic thought, labor economics, industrial relations, 
business cycles, corporation finance, money and banking, accounting: Man, 29, mar- 
tied; B.S. (banking and finance); will receive M.A. (economics) in January. Ex- 
perience in business and research. Seeks teaching position. Willing to relocate. 
Available in January, 1959. E779 


Economics: Man, 35, married; M.S., Columbia; Fulbright fellow, University of 
Amsterdam; Ph.D. requirements (except dissertation) completed at University of 
Geneva, Switzerland, degree expected in 1959. Extensive business experience; direc- 
tor of American cultural institute in Germany, 1951-55; CBS correspondent, political 
and economic affairs in central Europe, 1947-48; publications. Currently assistant 
professor at a large midwestern university. Finest references. E780 


Public finance, agricultural economics, money and banking, economic principles: 
Man, 55, Ph.D. Eighteen years of teaching experience; 12 years with federal govern- 
ment. Three books published, numerous journal articles. Not interested in anything 
below full professorship in reputable college or university. E781 
Economic principles, economic theory, industrial management, production control, 
personnel management, labor, marketing, accounting, statistics, government and busi- 
ness, business administration: Man, 38, married; Ph.D. Four years of college teach- 
ing experience; 10 years in business and industry. Interested in college or university 
teaching or research position. Available in June or September, 1959. E782 
Corporate finance, investments, accounting: Man, 32, married; M.B.A., C.P.A., can- 
didate for Ph.D. in economics. Five years of practical experience; 5 years of college 
teaching experience. Minimum salary $8,000. E783 
Economic principles, applied economics, problems of labor and industry, business 
cycles, regional economics, problems of contemporary society: Man, 33, married; 
Ph.D., University of Pittsburgh; postdoctoral study. Five years of teaching ex- 
perience. Desires research position in university, private organization, or public 
agency. Will consider part-time teaching in connection with research duties and 
relocate. E784 
Economic development, agriculture, price theory, money and banking: Man, 34, 
married; Licenciado in History, Master in Law, and dissertation for LL.D. in 
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progress (Paraguay); Master in Economics, 1957, University of Chicago. One year 
of research in political and economic problems of Latin America for Department of 
Political Science, University of Chicago; bilingual, Spanish, English; teaching ex- 
perience. Currently working as senior economic analyst wth I.C.A. in South 
America. Seeks teaching and/or research position. Opportunity of Ph.D. work 
preferred. E785 
Economic theory, statistics, money and banking, investments, international economics, 
economic geography: Man, 29, married; B.S., M.S. Presently teaching but desires 
new position offering possibility of completing Ph.D. work, possibly at nearby uni- 
versity. Available in September, 1959. ; E786 
Finance and general economics: Man, 44. Presently head of department; seeks de- 
partment chairmanship or bureau directorship offering greater responsibility and 
scope than present position. Publications. Available in February or September, _ 

787 


Economics, theoretical and applied subjects, as well as pened science, history, 
geography: Man; Ph.D., Georgetown University, School of Foreign Service; Doctor 
of Economics and Law, Charles University, Prague; Sc. Polit. D., Paris. Twenty-two 
years of teaching experience. Inspiring teacher; sound researcher; publications. Six 
languages; superior in meticulous preparation and presentation techniques. Stimu- 
lating to students and faculty alike. Willing to relocate anywhere. Available im- 
mediately. E788 


Economic principles, consumer economics, economic thought, cartels, educational 
economics: Man, 37; M.A. and Ph.D. in economics. Publications on cartels. Avail- 
able in January, 1959. E789 


Marketing, finance, business administration: Man, 37, married; B.S. (Economics), 
M.A. Ten years of accounting and finance service in government. Desires research 

ition pe? st a challenge in foundation, industry, or as an economic correspondent 
or periodical. Teaching acceptable. Will travel and relocate. E790 


Economic theory, international economics, public finance, mathematical economics, 
statistics: Man, 31, married; Ph.D., Columbia. Six years of successful teaching; 
honor society, fellowship; publication. Available in July or September, 1959. E791 


Economic principles, labor economics, industrial and personnel management, cor- 
porate finance, public finance, statistics: Man, 33; Ph.D. Three years of college 
teaching experience; 2 years of research experience. Desires new teaching and/or 
administrative position. Available in fall, 1959. E792 


Economics, economic development, international trade, regional studies, indicators of 
business cycles: Man, 27; Ph.D., 1955. Two and a half years of research experience 
in U.S. and abroad; has published reviews and articles. Research position. References. 
Salary in the range of $5,000-$6,000 per year. Available immediately. E793 


Finance: Man, 43, married; A.B., Harvard, M.B.A., New York, Ph.D. expected this 
year. Eight years in banking, retailing, governmental research, and trade magazine 
editing, followed by 13 years in college and university teaching of various aspects 
of economics and business administration, including some administrative experience. 
Now associate professor. Review contributed in 1958 and book published in 1957; 2 
books in preparation. Seeks specialization in finance or chairmanship of department 
of either business administration or economics and business administration. E794 


Economic research and industrial planning: Man, 32; B.S., M.B.A., major New York 
University, almost completed Ph.D. Extensive experience in economic research and 
industrial planning; some teaching experience. Especially interested in economic 
research or teaching college economics, on a full- or part-time basis. Will travel 
or transfer. E795 


Underdeveloped areas, economic theory, international finance, economic history, 
money and banking: Man, 31; expects Ph.D., University of Pennsylvania, in Febru- 
ary, 1959. Ford Foundation Fellow, 1952-55. Three years of subsequent teaching and 
research experience. Extensive travel, schooling, and field work aboard, particularly 
in the Middle East and India. Publications; knowledge of three European and four 
Asian languages. Desires teaching and/or research position. Available in June, 1959. 

E796 


Principles, labor, statistics: Man, 35, married; A.B., M.S., Ph.D. anticipated. In- 
structor in public speaking, actual and teaching experience; business experience in 
sales, public relations, and advertising; 11/2 years of teaching experience. Nonurban, 
mid-Atlantic, or mid-South preferred. E797 


Trade, economic history, history of economic doctrines, theory, statistics: Man, 27; 
A.B., M.A., Ph.D. expected in January or June, 1959, from top eastern school. 
Equivalent of 2 years of teaching experience. Prefers large school with opportunity 
for research and metropolitan environment. E798 


Principles, — finance, international trade, agricultural economics and co-opera- 
tion: Man (Indian); M.A., M.Litt., Ph.D. Eight years of research experience in pure 
theory and applied economics; 2 years of teaching experience; now lecturer in eco- 
nomics in a technical college in India. Desires post in U.S. E799 


Industrial organization, economic theory, labor economics, money and banking, 
Statistics: Man, 28, married; M.A., Ph.D. nearly completed at Harvard. Seeks teach- 
ing position in June or September, 1959; will consider research during the summer. 

E800 


Financial management, investments and finance: Man, 35, married; B.S., Fordham; 
C.P.A. Broad experience in tax and financial planning, economic resources and 
investment studies. Available now for position as financial manager for individual 
or family, controller or assistant to top executive of financial or natural resources 
enterprise. Salary requirements $16,000-$20,000. E801 


Business finance, investment analysis, securities markets, public finance, economic 
theory: Man, 34; Ph.D. Eight years of teaching experience in large northeastern 
University; text in process of publication. Banking experience. Seeks teaching posi- 
tion at associate level. E802 
Business organization and management and related fields: Man, 44, married; A.B., 
Syracuse, M.B.A., Harvard, D.S.S., Syracuse. Nine years of teaching; 1 year of 
government service; 101 years in industry. Participated in over 35 executive and 
supervisory sessions on state and national level; 2 years of college administration 
and 2 minor publications. Seeks growth opportunity. E803 


Economic theory, statistics, international economics, history of economic thought, 
money and banking, business cycles: Man, 39, married; B.A., M.A. in Economics, 
requirements fo: Ph.D. completed except dissertation, which will be completed by 
the summer of 1959. Research and business experience. Seeks teaching or research 
position. E804 
Accounting, finance: Man, 45, married; Ph.D., Graduate School of Business Ad- 
ministration, New York University. Sixteen years of college teaching experience. 
Business experience, including nearly 2 years with New York City public account- 
ing firms. At present associate professor at midwestern university. Desires teaching 
position with opportunity for advancement in California or Southwest. Will con- 
sider other locations. E805 


Economic theory, marketing: Man, 32, married; holds bachelor’s, master’s, and doc- 
tor’s degrees with specialization in economic theory and marketing. Four years of 
part-time business experience while attending universities; 7 years of successful uni- 
versity teaching experience in economics and marketing; 2 years of research experi- 
ence as manager of local metropolitan research project. Member of A.E.A., A.M.A., 
and other professional organizations. Excellent references available with respect to 

ini ive, teaching, and research abilities. Desires administrative and/or teaching 
position. Available in September, 1959. E806 


Economic theory, statistics, economic history, industrial organization, history of eco- 
nomic thought: Man, 35, married; Ph.D. in economics, University of California; 
A.B. in mathematics. Six years of college and university teaching experience in eco- 
nomics, statistics, and mathematics; thesis and recent research in economic statistics; 
3 years of wartime research in applied mathematics. Presently teaching statistics as 
assistant professor in large university. Desires teaching and/or research position in 
economics department or research organization. West Coast preferred. Available in 
September, 1959. E807 
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Economic principles, labor economics, labor law, public utilities, economic thought, 
comparative economic systems, U.S. economic history, price practices and policies: 
Man, 29, married; B.A., M.A., course requirements for Ph.D. completed. Four years 
of full-time college teaching; member of a state panel of arbitrators; experience as 
research assistant, job analyst, supervisor of State Department project; instructor for 
evening adult school. Desires position at liberal arts college or university. Avail- 
able in September, 1959. E808 


Administration, management, business administration, hospital administration: Man, 
35, married; Ph.D., honors. Thirteen years of university teaching (thesis direction, 
graduate and undergraduate) and administrative experience (including department 
head); adult education programming and teaching; case and conventional method. 
Industrial, consulting, and public relations experience; one book and numerous 
articles published; papers read. Currently teaching in large midwestern university. 
Interested in administrative position (e.g., chairman of departments of business 
administration, management, or hospital administration), teaching position, research 
position, or combination of these. Minimum rank associate professor. Excellent 
references. Available in September, 1959. E809 


Transportation and public utilities, economic development, market research, finance 
and management: Man, 40; Ph.D. Business experience; 8 years of teaching in a 
major eastern university and consulting; 6 years as head of economics department of 
top Latin-American engineering school and consultant to foreign government. Desires 
position with business firm or research organization; especially interested in overseas 
assignment which combines administrative functions with economic research. E810 
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PROGRESS WORKS HERE 


One of the most important and 
basic reasons for good telephone 
service is research. The many 
advances in speed, clarity, dis- 
tance and convenience would not 
have been possible without it. 


They would not have been possi- 
ble either, in the same degree or as 
economically, without one central 


research organization such as the 
Bell Telephone Laboratories. 


This is the research division of the 
Bell System. It has grown as the 
needs of the nation have grown. 


The work of its hundreds of scien- 
tists and engineers covers many fields 
and goes exploring and developing in 
many directions. But it is aimed 
primarily at the betterment of com- 
munications and the finding of ways 
to provide better service at the low- 
est cost to the customer. 


Not just recently, but long ago 
the Bell System recognized the busi- 
ness and national need for basic 
research and it has devoted a con- 
siderable part of its laboratories pro- 
gram to this field. 


The “search for new knowledge— 
the effort to increase our understand- 
ing of nature—the probing into the 


unknown”—has brought substantial 
benefits beyond their particular ap- 


plication to communications. 

An outstanding example was the 
invention of the Transistor, one of 
the big breakthroughs in science that 
come only at rare intervals. 


These amazing amplifiers, though 
little larger than a pea, can amplify 
electric signals up to 100,000 times. 
They can do many of the things a 
vacuum tube can do—and more be- 
sides! They have opened the way to 
new products and improved others. 


There is no doubt that the Tran- 
sistor has been one of the leading 
factors in an electronic boom and 
has helped to create business and 
jobs in many industries. More than 
50,000,000 transistors will be made 
this year. 

The research and manufacturing 
skills of the Bell System, already or- 
ganized and at hand, are placed fully 
at the service of the U. S. Govern- 
ment whenever we are called upon 
for projects for which we are spe- 
cially qualified. 


Among many present defense as- 
signments is the development of 
guidance systems for intercontinen- 
tal missiles. 


BELL TELEPHONE SYSTEM (B) 
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Water Resource Development 


THE ECONOMICS OF PROJECT EVALUATION 


By OTTO ECKSTEIN. Designed to improve project evaluation standards, this is a cri- 
tique of the procedures used by the federal government to justify and evaluate public 
works in the water resource field. The method of measuring benefits and costs that have 
been devised for flood control, irrigation, navigation and electric power projects are 
examined; the major sources of bias are identified; and suggestions are made to im- 
prove evaluation practices. Charts and tables. $6.50. 


NORWAY 


The Planned Revival 


By ALICE BOURNET. Norway’s program of economic planning matched the results? 
This important, detailed statistical and historical analysis may serve as a useful pilot study 
for other countries engaged in economic planning. In addition, it throws considerable 
light on how future aid programs may best promote recovery or development. $5.00 


Great Basin Kingdom 


AN ECONOMIC HISTORY OF THE LATTER-DAY 
SAINTS, 1830-1900 


By LEONARD J. ARRINGTON. The Mormon dream of building a true kingdom of 
God was a part of a great American dream. Their experiment in group economics, too, 
can be regarded as a more explicit formulation of the total American experience. For 
economists and social scientists, this is an invaluable study of an “under-developed” 
American economy; for historians, an exploration of one of the most neglected phases 
of American history; and for students of religion, a comprehensive treatment of one of 
the few native American religious movements. $9.00 


PROSPERITY AND DEPRESSION 


By GOTTFRIED HABERLER. Now brought completely abreast of the Neynesian Revolu- 
tion and subsequent discussion, the fourth edition of this economic classic is an essen- 
tial reference for anyone seeking a professional understanding of the business cycle. 
Beginning with a history of business cycle theories, it proceeds to a comprehensive 
explanation of business fluctuation. This edition also includes a discussion of monetary 


and real factors affecting economic stability. $6.00 
Through your bookseller, or from 
manvanp rarss 
79 Garden Street, Cambridge 38, Massachusetts 


Please mention Tuz American Economic Review When Writing to Advertisers 


x) A CHECK LIST OF M 
IMPORTANT IRWIN TEXTS IN E co N oO I Cs 
ri- Bloom and Northrup—Third Edition: 
ic ECONOMICS OF LABOR RELATIONS 820 pages 1958 
Buchanan: 
PUBLIC PRINCIPLES OF PUBLIC DEBT 234 pages 1958 
re Bushaw and Clower: 
m- INTRODUCTION TO MATHEMATICAL ECONOMICS 357 pages 1957 
0. Cohen and Hanson—Revised Edition: 
PERSONAL FINANCE: Principles and Case Problems 834 pages 1958 
Colberg, Bradford, and Alt—Revised Edition: 
BUSINESS ECONOMICS: Principles and Cases 547 pages 1957 
Davidson, Smith, and Wiley: 
ECONOMICS: An Analytical Approach 411 pages 1958 
Due—Third Edition: 
8: INTERMEDIATE ECONOMIC ANALYSIS 604 pages 1956 
Gitlow: 
le LABOR ECONOMICS AND INDUSTRIAL RELATIONS 742 pages 1957 
Grampp and Weiler—Revised Edition 
ECONOMIC POLICY: Readings in Political Economy 440 pages 1956 
Grossman, Hansen, Hendriksen, McAllister, Okuda, and Wolman: 
READINGS IN CURRENT ECONOMICS 464 pages 1958 
Guthrie: 
ECONOMICS 554 pages 1957 
Halm: 
ECONOMICS OF MONEY AND BANKING 592 pages 1956 
of Harriss—Revised Edition: 
THE AMERICAN ECONOMY 831 pages 1956 
00, 
‘or PRINCIPLES OF MONEY AND BANKING 641 pages 1957 
d” Kindleberger—Revised Edition: 
-_ INTERNATIONAL ECONOMICS 658 pages 1958 
Lee: 
of ECONOMIC FLUCTUATIONS 651 pages 1955 
00 : 
THE THEORY OF ECONOMIC GROWTH 435 pages 1955 
Locklin—Fourth Edition: 
ECONOMICS OF TRANSPORTATION 930 pages 1954 
Peach: 
ue PRINCIPLES OF ECONOMICS 720 pages 1955 
en- Robinson: 
le. THE ACCUMULATION OF CAPITAL 458 pages 1956 
ive Snider—Revised Edition: 
INTRODUCTION TO INTERNATIONAL ECONOMICS 617 pages 1958 
wad Spurr, Kellogg, and Smith: 
.00 BUSINESS AND ECONOMIC STATISTICS 590 pages 1954 
Wilcox: 
PUBLIC POLICIES TOWARD BUSINESS 916 pages 1955 
PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 
RICHARD D. IRWIN, INC. HOMEWOOD, ILLINOIS 
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MeGraw-Hill Books 
a checklist of 


Published during 1958 .. . 


Agnew and O’Brien—TELEVISION ADVERTISING 330 pages, $9.50 
Allen—MANAGEMENT AND ORGANIZATION 353 pages, $7.00 
Bassie—ECONOMIC FORECASTING 720 pages, $8.75 
Bratt—BUSINESS FORECASTING 384 pages, $7.50 
Brewster—ANTITRUST AND AMERICAN BUSINESS ABROAD 509 pages, $10.00 
Calhoon, Noland, and Whitehill—CASES ON HUMAN RELATIONS IN MANAGEMENT 
44 pages, $6.00 

Canfield—SALESMANSHIP Third Edition . . . 573 pages, $6.50 
Chamberlain—1tABOR 625 pages, $7.00 

SOURCEBOOK ON LABOR 1168 pages, $9.75 
Dusenberry—BUSINESS CYCLES AND ECONOMIC GROWTH 341 pages, $6.50 
Dorfman, Samuelson, and Solow—LINEAR PROGRAMMING AND ECONOMIC 

ANALYSIS 525 pages, $10.00 
Fear—EVALUATION INTERVIEW 288 pages, $6.00 
Fenn—MANAGEMENT IN A RAPIDLY CHANGING ECONOMY 339 pages, $5.00 
Ferguson and Sargent—LiINEAR PROGRAMMING 342 pages, $10.00 
Friend, Hoffman, and Winn—THE OVER-THE-COUNTER SECURITIES MARKETS 
489 pages, $12.50 
Greenewalt—THE UNCOMMON MAN: The Individual in the Organization 
Hamilton and Bronson—PENSIONS 416 pages, $8.00 
Harbison and Ibrahim—HUMAN RESOURCES FOR EGYPTIAN ENTERPRISE 
240 pages, $5.50 

Heimer—MANAGEMENT FOR ENGINEERS 453 pages, $6.75 
Henderson and Quandt—MICROECONOMIC THEORY 304 pages, $7.50 
Kindleberger—ECONOMIC DEVELOPMENT 325 pages, $6.50 
Magee—PRODUCTION PLANNING AND INVENTORY CONTROL 333 pages, $7.50 
Samulson—ECONOMICS Fourth Edition . . . 810 pages, $6.75 


Samuelson, Bishop, and Coleman—READINGS IN ECONOMICS 
Third Edition . . . 471 pages, $4.50 (paper edition 
.25) 


Selekman, Selekman, and Fuller—PROBLEMS ON LABOR RELATIONS 
Second Edition . . . 702 pages, $8.00 


J. Walter Thompson Co.—THE CANADIAN MARKETS 178 pages, $18.00 
W olff—WHAT MAKES WOMEN BUY 294 pages, $6.00 
Wyatt and Wyatt—BUSINESS LAW 866 pages, $7.50 
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IN PRESS . . . ready in 1959 
Allen, Buchanan, and Colberg—PRICES, INCOME, AND PUBLIC POLICY 
Second Edition . . . Ready in January 


Bethel, Atwater, Smith, and Stackman—ESSENTIALS OF INDUSTRIAL MANAGEMENT 
Second Edition . .. Ready in January 


Clough—THE ECONOMIC DEVELOPMENT OF WESTERN CIVILIZATION 
Ready in January 


Coppock—ECONOMICS OF THE BUSINESS FIRM: Economics of Decision Making in the 
Business Enterprise Ready in March 


Davis and Scott—READINGS IN HUMAN RELATIONS Ready in February 
Fenn—MANAGEMENT’S MISSION IN THE NEW SOCIETY 
Kemmerer and Jones—AMERICAN ECONOMIC HISTORY Ready in May 


Koontz and O’Donnell—PRINCIPLES OF MANAGEMENT 
Second Edition . .. Ready in January 
Readings in Management 


Lewis—BUSINESS CONDITIONS ANALYSIS Ready in March 


McNichols—POLICY MAKING AND EXECUTIVE ACTION: Cases on Business Policy 
Ready in March 


Moore—PRODUCTION CONTROL Second Edition 


Musgrave—THE THEORY OF PUBLIC FINANCE: A Study of Public Economy 
Ready in January 


Pigors, Myers, and Malm—READINGS IN PERSONNEL ADMINISTRATION 
Second Edition 


Russell and Beach—TEXTBOOK OF SALESMANSHIP 
Sixth Edition ... Ready in January 


Saltonstall—HUMAN RELATIONS IN ADMINISTRATION: Text and Cases 
Ready in March 


Schlaifer—PROBABILITY AND STATISTICS FOR BUSINESS DECISIONS 
An Introduction to Managerial Economics Under Uncertainty 
Ready in March 


Selekman—MORAL PHILOSOPHY OF MANAGEMENT 

Shultz and Coleman—LABOR PROBLEMS Second Edition 

Taylor—EXECUTIVE GUIDE TO PERSONNEL ADMINISTRATION Ready in May 
Turner—SALES PROMOTION: A Key to More Effective Advertising 
Valavanis—THE ABC OF ECONOMETRICS Ready in June 

Vance—INDUSTRIAL ADMINISTRATION: Concepts and Techniques Ready in June 


SEND FOR COPIES ON APPROVAL 


icGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N.Y. 
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OXFORD books of exceptional interest 


The Middle East—Third Edition 


A Political and Economic Survey 


Edited by SIR READER BULLARD. This compact and highly useful 
reference work has been brought as up-to-date as the Suez crisis. It 
describes the geography, history, politics, religion, sociology, and eco- 
nomics of the countries of the Middle East—Lebanon, Jordan, Egypt, 
Arabia, Cyprus, Iraq, Israel, Persia, the Sudan, Syria, and Turkey. This 
third edition has been completely reset. 4 maps. $9.00 


The Wealth of Nigeria 


By G. BRIAN STAPLETON. This is an analysis of the problems of 
economic development in Nigeria that looks at the ways that industry 
has developed in other parts of the world in seeking solutions. Natural 
resources of Nigeria, both agricultural and industrial are discussed and 
national income is compared with that of other countries. 11 maps. $2.60 


Poverty and Capital Development in India 


Contemporary Investment Patterns, Problems 
and Planning 


By D. K. RANGNEKAR. This is the first comprehensive study of in- 
vestment patterns and problems in India. It deals with contemporary 
investment trends in industry, agriculture and other fields and the ways 
in which these are affected by the social and economic structure, atti- 
tudes, and institutions which are peculiar to India. (Royal Institute of 
International Affairs) $6.75 


The Board of Trade and the Free Trade 
Movement, 1830-1842 


By LUCY BROWN. The work reviews the actions, views, and influence 
of the officials of the Board of Trade during the years between Huskis- 
son’s death and Peel’s tariff revision. $4.80 


At all bookstores 
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OXFORD UNIVERSITY PRESS, Inc. ———————" 


IAA 


Life Insurance Rates Reduced! 


TiAAcontinues to be the outstanding 
life insurance value for educators. 


FOR EXAMPLE: 
A premium of $11.40 a month buys $20,000 of : 
10-Year Term insurance for a man 33 years of age. 
The net premium, after annual dividends, averages 
only $7.16 monthly for this $20,000 policy, based 
upon TIAA’s 1958 dividend scale. Dividends, of 


course, are not guaranteed. 
e 
Any staff member of a college, university or private a 
school is eligible to apply for the many low-cost 
plans available. 
Ask for a supply of the new Life Insurance Guide 
Sor your staff. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
§22 FIFTH AVENUE ° NEW YORK 36, N. Y. 
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and 


WAGE AND SALARY ADMINISTRATION 
Lawrence C. Lovesoy, New York University 


January 15. This well-organized textbook offers a comprehensive sur- 
vey of wage and salary administration, including a thorough discussion 
of job evaluation. Policies, job establishment, direct and indirect pay- 
ment plans, employee assignment, performance appraisal and rate ad- 
justment, coordination, and research are all treated fully. Throughout 
the book emphasis is placed on the basic principles underlying sound 
modern practice. The managerial approach eo author’s wide ex- 
perience as a personnel director. 92 ills., tables; 468 pp. $7. 


MODERN MANAGEMENT 
Its Nature and Functions 
W. V. Owen, Purdue University 


A broad discussion of the values and problems basic to all manag 
ments is presented in this introductory textbook. A four-fold pom 
analysis deals with the nature of management, the ways management 
operates to accomplish its functions, management’s interrelationships 
with society, and the problems of policy-making. Each chapter concludes 
with a reading list and a series of problems. J/lus., 389 pp. 

Jan., 1958 $6. 


BANK CREDITS AND ACCEPTANCES—4th Ed. 


Wisert Warp and Henry Harrietp, Members, the New York Bar 


The standard work on financing devices in relation to trade trans- 
actions under international practice and American law. Thoroughly re- 
vised, the Fourth Edition continues to emphasize the fundamentals of 
sight and acceptance credits with the addition of much recent material 
on practices, forms, regulations, court decisions, etc. Forms for all 
oun credit transactions are illustrated. 27 ills., tables; 1,277 pp. 

$7. 


GOVERNMENT AND BUSINESS 
A Study in Economic Evolution 
Howagp R. Sirn, University of Georgia 


Covering all aspects of the mutual impact of government and business, 
this textbook emphasizes the context in which economic policy is formu- 
lated and the way public policy is determined in a democracy. A modi- 
fied historical approach relates policy issues and changes to the dynamic 
growth of the nation’s economy, while an analytical framework provides 
perspective, assessment, and a summary. 93 ills., tables; 802 pp. 

Jan., 1958 $7.50 


THe [JoNALD Press COMPANY 


15 East 26th Street, New York 10, New York 


RONALD Books 


Ready January 15— 


THE AMERICAN ECONOMY 


An Introductory Analysis 
GEORGE W. ZINKE, University of Colorado 


This realistic new textbook presents the established prin- 
ciples of economics in the context of the American economy 
today. Fundamental theory, drawn from established economic 
thought in its present-day forms, is clearly communicated to 
enable the student to think systematically about current issues a 
and policies. Organized for teachability, THE AMERICAN us 
ECONOMY may be readily adapted to the individual course P 
requirement. A full Instructor’s Manual provides teaching in- b. 
structions, supplementary material on the discussion problems 
of the text, and examination questions. 


Careful balance of theory and application— 


) Part I. Introduction—The Nation’s Economy. 
Part II. The Structure of Resources. 


Part The Abundant Use of Resources—Employ- 
ment and the Principle of Effective Demand. 


Part IV. The Efficient Use of Resources—Price and the 
Principle of Diminishing Yields. 
Part V. The Distribution of the National Income. 


A comprehensive view of the U. S. economy. The salient 
features of the American economic system are set forth in 
terms of institutional description; national income accounting; 
and a concise inventory of natural, human, and man-made 
resources. 


Practical qualifications of theory. Discussions of compe- 
tition in an age of large-size firms, industry-wide collective 
bargaining, and the government’s role in economic stabilization 
and development point up aspects of our system that provide 
realistic qualifications to abstract theory. 


126 ills., tables; 685 pp. $6.75 a 
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THE STRATEGY OF ECONOMIC DEVELOPMENT 
by ALBerT O. HirscHMAN 


A new view of the economic growth of underdeveloped countries in which 
the author reinterprets the role of unbalanced growth and the pressures 
that result from it. Yale Studies in Economics, 10. 


$4.50 


TOCQUEVILLE’S Journeys to England and Ireland 
edited by J. P. MAYER 


First translation and full publication of an important manuscript by the 
author of Democracy in America. 


“Treasure trove indeed; raw material, real notebooks, reflections, records 
of conversations. Not a page is dull.”—The (London) Times. 


$4.50 


Vale UNIVERSITY PRESS, NEW HAVEN, CONNECTICUT 


WISCONSIN LABOR LAWS 


Gordon M. Haferbecker 


LEGAL FOUNDATIONS OF 
CAPITALISM 


John R. Commons 


The background and principal 
features of Wisconsin’s labor laws 
to mid-1957, the reasons these 
laws were passed, how they were 
administered, and what improve- 
ments are needed today. An in- 
dispensable reference book for 
labor, management, and legisla- 
tors. 


226 pages $4.00 


Casting light upon the origin and 
workings of capitalism in this 
classic study, the late Mr. Com- 
mons incorporated a great body 
of material which makes his eco- 
nomic analysis one of this gen- 
eration’s largest contributions to- 
ward construction of an economic 
theory that actually illuminates 
the behavior of modern man. 


416 pages Paper $1.95 


Cloth $6.00 


The University of Wisconsin Press 


430 Sterling Court 


Madison 6. Wisconsin 


Please mention Tux American Economic Revisw When Writing to Advertisers 


INTRODUCTION TO ECONOMICS, 2nd Ed. 


by THEODORE MORGAN, University of Wisconsin 


THIS TEXT SHOWS THE EMPIRICAL AND POLICY RELEVANCE OF 
all phases of economic analysis. It skillfully ties together 
theory, statistics, and verbal description. Gives equal weight 
to micro-economics and macro-economics. The two main sec- 
tions are: first, the consumer, the firm, and the industry 
(micro-economics); and second, income and employment 
(macro-economics). Written simply and clearly, the text pre- 
sents even the more difficult principles of beginning economics 
in an understandable way. 

800 pp. Pub. 1956 Text price $6.75 


OUR MODERN BANKING AND MONETARY 
SYSTEM, 3rd Ed. 


by ROLLIN G. THOMAS, Purdue University 


FEATURES OF NEW EDITION: MATERIAL GREATLY SHORTENED; 
more useful for one-semester course; greater use of balance 
sheet in explaining role of Treasury, Federal Reserve and com- 
mercial banks in creating money; much re-written material, 
especially in areas dealing with determining supply of money, 
demand for money, relation of money to level of income, 
rices and employment; provides student with institutional 
ckground for study of central bank and monetary theory 
and related problems. 
644 pp. Pub. 1957 Text Price $6.95 


BUSINESS CYCLES: Their Nature, Cause 
and Control, 3rd Ed. 


by JAMES ARTHUR ESTEY, Purdue University 


SINCE ITS INITIAL PUBLICATION, BUSINESS CYCLES: Their 
Nature, Cause, and Control, has proven itself an invaluable 
aid to students in understanding the perplexing problems of 
business and economic control. 

To make his material as current as possible, the author has 
made a study of the latest theories and developments in the 
field, and integrated them into this new 3rd Edition. 

This Edition will give your students a vital understanding of 
the problems of economic control as the business cycle winds 
its way between the two extremes of depression and boom. 


497 pp. Pub. 1956 Text price $6.95 


PE receive approval copies promptly, write: Box 903 
PRENTICE-HALL, Inc. 


Englewood Cliffs, New Jersey 
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TWO NEW TITLES 


e OUR COMPETITIVE SYSTEM 
AND PUBLIC POLICY 


By Thomas J. Anderson 


This is a new contribution to the fields of competition, nfonoply, and 
policy. The emphasis is on practices, institutions, and policies, but theoretical 
considerations are applied wherever necessary for a complete treatment of any 
subject. 


e BUSINESS STATISTICS 
By John R. Stockton 


Here is a book that gives the students sufficient acquaintance with the most 
commonly used methods of analysis to enable them to use statistical data 
effectively in making decisions in business. It discusses the problems to which 
statistical analysis can be applied as well as the methods of analysis that can 
be used. A workbook containing twenty long problems is available. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27—New Rochelle, N.Y.—Chicago 5—San Francisco 3—Dallas 2 


L’industria 


Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue no 1/1958 
no 1/1958 


G. MORTARA—Forecast on the World Population Growth. 

L. LENTI—Two Economic Systems, Two Concepts of National Income. 

F. pt FENIZIO—The “Consumption Function” in Italy as a Long Range Uniformity. 

K. R. POPPER—Three Views Concerning Human Knowledge. 

F. QUARONI—Anxieties of a Car Firm’s Managing Director for the Birth of a New Model. 


B. CALABI—The Iron and Steel Industry of the Soviet Union—Actual problems and 
prospects of future developments. 


Each number contains Summaries in English of the original articles—Annual subscription 
rate for Abroad: Lit. 6.000. Anyone interested may send for a sample copy. 


Editorial and Administrative Offices: Via Farneti, 3—Milan, Italy. 
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= Outstanding Holt and a n Books = 


FINANCING GOVERNMENT, 5th Ed. 


Harold M. Groves 


Now in its fifth edition, this most successful text offers an up-to-date analysis of 
policy aspects of public finance. It maintains a fine balance among the philo- 
sophical, economic, and legal aspects of the subject, in its national and inter- 
national framework. 1958 


INTERMEDIATE ECONOMIC THEORY 


Joseph P. McKenna 


This new, truly intermediate text concentrates upon the decision-making units, 
the firm and the household, and their market relationships, and introduces aggre- 
gate economics only after a thorough treatment of micro-economics. 1958 


AMERICAN ECONOMIC HISTORY 


George Soule and Vincent Carosso 


This is a real economic history—neither a history which merely emphasizes 
economic events, nor an economics book laid over a framework of historical 
narrative. Written in close collaboration by an economist and a historian, it is 
a synthesis of the contributions of both fields. 1957 


MONEY AND BANKING, 4th Ed. 


W. H. Steiner, Eli Shapiro, and Ezra Solomon 


Maintaining a fine balance between institutional processes and theory, the authors 
set forth a thorough and concise analysis of money and banking. The text includes 
discussions of Federal Reserve policy, monetary and fiscal policy, policy on the 
money and capital markets, and the flow of savings into investments. 1958 


READINGS IN FINANCE FROM FORTUNE 


J. Fred Weston 


From “The Fine Art of Raising Capital” to “When is a Stockholder a Nuisance,” 
the thirty-seven articles in this newest collection of readings from Fortune have 
been selected to provide lively and informative supplementary reading for 
courses in all phases of finance. 1958 


HENRY HOLT AND CO. 


383 Madison Avenue * New York 17 
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INFLATION: 


A Study in Economics, Ethics, 
and Politics 


By G. L. Bach 
(Colver Lectures in Brown University, 1957) 


“A concise, highly readable introduction to an 
endemic problem of contemporary society.”— 
The Southern Economic Journal 


103 pages $2.50 


BROWN UNIVERSITY PRESS Providence 12, R.I. 


LEADING SOVIET PUBLICATIONS 


Available in English Translation 


“PROBLEMS OF ECONOMICS 


A Primary Source on: 
@ The New $25,000,000,000 Program to Develop the 
Soviet Chemical Industry 
7 Panag Sweeping Plan to "Unite All Soviet Collective Farms 
ational Union 
7 The Decentralization of Management into Economic- 


Administrative Regions 
e = y voz wee Hey of the Theory of Value Under So- 


sm 
e ar Current Soviet Economic Developments 


$50 per year (12 issues) $4.50 per single oe 
$20 to individuals associated with seattaatiles already 4 


“SOVIET EDUCATION” 


Announcing Another Journal of Major Interest: USSR 
monthly journal Sovetskaya Pedagogica, journal of the 
RSFSR fine sone of Pedagogical Science—an authoritative 
source on Soviet 


$70.00 per year (12 issues) $20.00 to individuals associated 
with institutions already subscribing 


INTERNATIONAL ARTS AND SCIENCES PRESS 


(Authorized Translator and Publisher) 
33 WEST 42ND STREET NEW YORK 36, N.Y. 
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leading Soviet 
$140 


UNIVERSITY PRESS =m 


International Financial 


Transactions and Business Cycles 


By OSKAR MORGENSTERN 

This book examines how economic disturbances spread through financial 
markets and financial operations between the economy of the United States 
and several other countries, particularly Great Britain, France, and Ger- 
many. It is primarily concerned with the classical period of the gold 
standard before the First World War and with the changed conditions be- 
tween the First and Second World Wars. Through an examination of past 
policies the author makes an important contribution toward future policy- 


making. Published for the National Bureau of Economic Research. 
640 pages. Tables & charts. $12.00 


The Labor Force Under Changing 


Income and Employment 


By CLARENCE D. LONG 


Why do people work? In attempting to answer this question Dr. Long 
gives new meaning to the concepts labor supply and labor force, examines 
the reliability of the statistics that are currently used to measure them, 
and attempts through statistics of the United States and four foreign coun- 
tries to describe the behavior of the labor force at any given time in 
different areas, nations, and income groups. Published for the National 
Bureau of Economic Research. 512 pages. Tables & charts. $10.00 


Order from your bookstore, or 


PRINCETON UNIVERSITY PRESS, Princeton, N.J. 


UNCON 
: 
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PARTICIPATION IN UNION LOCALS 


% Arnold S. Tannenbaum and Robert L. Kahn, University of Michigan. 
Deals with differences and similarities between active and inactive members of 
* the union local, and between officers and members. Examines hypotheses re- 
* arding involvement of union members in affairs of the local, their attitudes, 
friendships, and capacity for union leadership. “. . . stimulating . . . highly 
* suggestive . . . most illuminating and mature.”—Selig Perlman. 288 pp. $5.50 


MONEY, INTEREST, AND PRICES: 
An Integration of Monetary and Value Theory 


Don Patinkin, The Hebrew University, Jerusalem. Used as a text at 
California, Chicago, Duke, Harvard, Minnesota, Pennsylvania, Stanford, Yale, 
and many other institutions. “Professor Patinkin’s integration of value theory 
with monetary theory and with the theory of employment is a highly impres- 
sive architectonic accomplishment. . . . [His] ideas will receive the wide 
attention they deserve. It will be taken for granted that this work will leave 
a mark on the development of economic theory——William Fellner, Yale. 
xiv + 510 pp. $7.00 


A TEXTBOOK OF ECONOMETRICS 


x Lawrence R. Klein, University of Pennsylvania. Now established as the 
leading textbook in econometrics. Used as a text at California, Chicago, Co- 
* lumbia, Harvard, Michigan, Minnesota, Stanford, Yale, and others. A self- 
* contained text for students who have had two years of college mathematics. 
Shows how to build relationships among econometric variables and how to 
% construct econometric models. x + 355 pp. $6.00 


+ + 


ROW, PETERSON AND COMPANY Evanston, Illinois 


EXPERIENCE RATING IN UNEMPLOYMENT COMPENSATION 
by Clinton Spivey 

A challenging review of the effectiveness of the experience rating provisions of the 
various state unemployment compensation laws. 96 pages, $1.50 
EMPLOYERS’ FORECASTS OF MANPOWER REQUIREMENTS: A CASE 
STUDY by Robert Ferber 


An empirical examination of the ability of employers to forecast their labor force require- 
ments and the extent to which findings at the microeconomic level compare with the results 
obtained from analysis of corresponding aggregates. 88 pages, $1.50 


CHANGING STRUCTURE AND STRATEGY IN MARKETING 


edited by Robert V. Mitchell 
The stimulating papers pone at the 1957 University of Illinois Marketing Symposium, 
emphasizing the rapidly c ing environment in which marketing functions are carried out 
and the development of eting plans and strategies in our dynamic economy. 
108 pages, $1.50 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 


UNIVERSITY OF ILLINOIS 


Champaign, Illinois 
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Work in the Lives of 
Married Women 


NATIONAL MANPOWER COUNCIL. Deals with four broad problems: the 
effects upon children of the growing employment of mothers; the impact of 
women’s employment on family income; the effective utilization of women 
workers; and guidance, education, and training of the mature women returning 
to work. This report of a six-day conference at Arden House in October, 1957, 
contains summaries of the discussions; the addresses given by James P. 
Mitchell, Secretary of Labor; Erwin D. Canham, Chairman of the Council and 
Editor of the Christian Science Monitor; five specially prepared study papers; 
and the findings of the eighty experts who participated. This volume illumi- 
nates the meaning of a profoundly important development in American life 
which involves not only the strength and quality of the nation’s manpower re- 
sources, but also the well-being of its economy. $4.75 


Interbank Deposits 


The Purposes and Effects of Domestic Balances, 
1934-54 


KATHERINE FINNEY treats an important aspect of commercial banking 
that has received little scholarly attention in recent years. She examines the 
various purposes of domestic interbank deposits, the factors that influence their 
size and location, and the effects of bankers’ balances upon monetary policy 
and the functioning of the commercial banking system. Dr. Finney’s statistical 
analyses, amplified by interviews with bank officers and supervisory officials, 
reveal significant facts about the services received by country correspondents 
and the benefits gained by city banks. $4.00 


Yearbook of the United Nations, 1957 


The most comprehensive record of the work of the United Nations and its 
specialized agencies, the Yearbook provides a permanent reference for all 
those who are concerned with international affairs. This eleventh edition pre- 
sents United Nations events during the past year, including the important dis- 
armament discussions, the establishment of the International Atomic Energy 
Agency, and the program of economic development of underdeveloped coun- 
tries. Its aim is to review UN activities for the year on political, security, 
economic, social, and legal matters. It also surveys the activities of each of the 


specialized agencies. $12.50 


© COLUMBIA UNIVERSITY PRESS 


2960 Broadway, New York 27, N. Y. 
Publishers of THE COLUMBIA ENCYCLOPEDIA 
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MATHEMATICAL ECONOMICS 
R. D. G. Allen 
“Economists must be grateful to Professor Allen for the tremendous 
effort this book represents. The task it essays of presenting the major 
branches of economic theory as well as their associated mathematics is 


formidable indeed.” 
American Economic Review $10.00 


ACTIVITY ANALYSIS AND 
THE THEORY OF ECONOMIC EQUILIBRIUM 


Helen Makower 


“The economist who wants an introduction to activity analysis should be 
encouraged to start with it; the specialist in this field must take account 
of its insights and contributions.” 

American Economic Review $5.75 


STABILITY AND PROGRESS IN THE 


WORLD ECONOMY 
Editor, D. C. Hague 


This volume includes the five main addresses, comments on them, and 
summaries of subsequent discussion at the 1956 Congress of the Inter- 
national Economic Association. $5.00 


THE MEASUREMENT OF UTILITY 
Tapas Majumdar 


= 


q = 


The author here surveys the recent literature on the current controversy 
on the nature of judgments of welfare and the closely related question 
of the measurability of utility. $3.00 


VOU 


Order on approval—at professional discount 


ST MARTIN’S PRESS 
103 Park Avenue, New York 17, N.Y. 
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BY JOHN KENNETH GALBRAITH 
: The judgment of the general reader on The Affluent Society has already i 
~ been well rendered. Here are professional views. } ; 
q 
os “A moving and important work, addressed to the 7 
w, conscience and good sense of our times. One hopes that its Be 
“y effect will be as great as its popularity, and that it will help a 
« to rescue us from the paradox of public stinginess in the 7 
midst of private affluence.” Kenneth E. Boulding 
University of Michigan 
2 "This is truly a major performance .. . The central argument a 
nS gets to the heart of the matter, and is worked out with 7 
great skill, clarity, urbanity, and persuasiveness."’ Paul T. Homan 
ty University of California at Los Angeles 
C “The most brilliant essay in politico-economic criticism in 
a decade.” Kermit Gordon 
Williams College 


The consequences of affluence are “presented as the 
logical conclusion of a coherent economic argument . .. it 
is built on the same foundation of accepting things as they 
are as his earlier theory of countervailing power; but it is a 
structure of independent intellectual strength."’ J. E. Hartshorn 
The Banker 


**Let me take my courage in both hands and predict that : 

twenty years after its publication, The Affluent Society will be 

exercising an influence comparable, though of a very 

different kind, to that exercised by ‘The General 

Theory’ today.” John Strachey 
Encounter 


VO USE 


Social scientists have long asked for books of original importance which : 
students would read with interest and excitement. We respectfully submit 
the The Affluent Society meets this demand. 


$5.00 at all bookstores Bs 
Houghton Miflin Company = 
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HARPER 


Announces 3 important new 


texts for economics courses 


FISCAL POLICY AND POLITICS 


By Paul J. Strayer, Princeton University 


A study in the field of political economy for use in courses dealing 
with problems of public finance. One of the very few books concerned 
with the capacity of government to operate effectively its fiscal, tax, 
monetary, and stabilization policies. An analysis of governmental actions 
and policies over the past 30 years. 305 pp., $4.00 


INTERNATIONAL RESOURCES 
& NATIONAL POLICY 

By Olin T. Mouzon, University of North Carolina 

A study of resources and production potential, analyzing problems which 

require national policy decisions, for advanced students in economic 

geography and other economics courses. Reviews many of the vast num- 


ber of resource problems of the past decade, with special emphasis on 
those of the first Eisenhower administration. 752 pp., $7.50 


NEW DIMENSIONS IN 
COLLECTIVE BARGAINING 


Edited by Harold W. Davey (Iowa State College), How- 
ard S. Kaltenborn (Industrial Relations Counselors, Inc.), 
and Stanley H. Ruttenberg (Director of Research, AFL- 
CIO) 


A series of articles by 9 outstanding authorities on labor- 
management relations, defining the new impact on collective 
bargaining of such factors as the AFL-CIO merger, the ac- 
celerated pace of technological development, the Taft-Hartley 
Act, etc. 224 pp., Text Edition $2.75 


Harper & Brothers 


New York 16, New York 
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Thorstein Veblen: : 
A Critical Reappraisal ‘ 


LECTURES AND ESSAYS COMMEMORATING 

THE HUNDREDTH ANNIVERSARY OF VEBLEN’S BIRTH 7 
Edited by DOUGLAS F. DOWD, Associate Professor of Economics, 

Cornell University 


COVERED in this collection are the most interesting, challenging, and contro- 
versial aspects of Thorstein Veblen’s thought, regarded from the vantage point of 


developments in the social sciences—particularly in economics—in the 30 years ie 
since his death. a. 
The authors present the essence of his theories, discuss the influence of his 4 


thought on others, and apply his analytical methods to recent problems of labor, 
business enterprise, and technological progress. 

It is a reflection of Veblen’s diversified interests that the contributors, while 
mainly economists, also include specialists in physics, law, business, and sociology. 
Their varied and stimulating assessments put him into new perspective. 


352 pages, $5.00 ot 


Fact and Theory in Economics: 
The Testament of an Institutionalist 


COLLECTED PAPERS OF MORRIS A. COPELAND, 
Robert Julius Thorne Professor of Economics, Cornell University 
Edited and with an Introduction by CHANDLER MORSE, 
Professor of Economics, Cornell University 


THESE representative pieces have been assembled from Professor Copeland’s 
large body of writings in widely scattered sources. Selected to demonstrate both 
the breadth and the depth of the institutionalist approach to economics, they also 
demonstrate the wide range of his interests and competence. 

On the one hand, there is shown his strong concern for strengthening the empiri- 
cal foundations of the science of economics. On the other hand, the importance 
he attaches to theory is emphasized especially in those essays devoted to an exami- 
nation of certain aspects of the theory of imperfect competition and the “Kenysian 
reformation,” both of which are regarded as having brought theory into closer 
contact with the world of reality. 


365 pages, illus., $6.00 


CORNELL UNIVERSITY PRESS 


124 Roberts Place, Ithaca, New York 
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AN INVITATION 
TO JOIN ORO 


Pioneer In Operations Research 


Operations Research is a young science, earning 
recognition rapidly as a significant aid to decision- 
making. It employs the services of mathematicians, 
physicists, economists, engineers, political scientists, 
psychologists, and others working on teams to syn- 
thesize all phases of a problem. 


At ORO, a civilian and non-governmental organ- 
ization, you will become one of a team assigned to 
vital military problems in the area of tactics, strategy, 
logistics, weapons systems analysis and communi- 
cations. 

No other Operations Research organization has 
the broad experience of ORO. Founded in 1948 by 
Dr. Ellis A. Johnson, pioneer of U. S. Opsearch, 
ORO’s research findings have influenced decision- 
making on the highest military levels. 


ORO’s professional atmosphere encourages those 
with initiative and imagination to broaden their 
scientific capabilities. 

ORO starting salaries are competitive with those 
of industry and other private research organizations. 
Promotions are based solely on merit. The “fringe” 
benefits offered are ahead of those given by many 
companies. 

The cultural and historical features which attract 
visitors to Washington, D. C. are but a short drive 
from the pleasant Bethesda suburb in which ORO is 
located. Attractive homes and apartments are within 
walking distance and readily available in all price 
ranges. Schools are excellent. 


For further information write: 


OPERATIONS RESEARCH OFFICE 


The Johns Hopkins University 


6935 ARLINGTON ROAD 
BETHESDA 14, MARYLAND 
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What everyone should kno 
| Zhat everyone should know ECONOMIC PRINCIPLES & 


ages simply and arresting- PUBLIC ISSUES 
by Alfred R. Oxenfeldt 


How to select the right policy PROPERTY INSURANCE 


and cove what it means in by Robert E. Schultz 
@ Edward C. Bardwell 

One of the best written texts on > FUNDAMENTALS OF 


the sub 
ject, expanded and CORPORATION FINANCE Rev. Ed. 
by Joseph F. Bradley 


in the “developed nations of by Henry H. Villard 
and the 


from the 


these highly. successful recent texts 


KUHN: LABOR ‘A magnificent job. One : 
BEHRMAN & SCHMIDT: 

INTERNATIONAL ECONOMICS “Invaluable . . . Just the 

© © Pelle right balance of theory, 

history and policy” 

poore: PUBLIC FINANCE AND “A brilliant book.” “Ob- | 
ARE jective, readable, well or- e 
ECONOMIC WELF ganized.” ’ 
LEFTWICH: 

THE PRICE SYSTEM & “Excellent. Meets the de- 

mands of both undergrad- 

RESOURCE ALLOCATION uates and graduates.” 


Rinochart & COMPANY, INC. 232 Madison Ave., New York 16, N. Y. 
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textbooks 


Recent Economics Textbooks 


ECONOMICS AS A SCIENCE 
Andreas G. Papandreou 


ECONOMICS OF THE LABOR © 
MARKET (2nd) 
Joseph Shister 


READINGS IN LABOR ECO- 
NOMICS AND INDUSTRIAL 
RELATIONS (2nd) 


Joseph Shister 


GEOGRAPHY OF COMMODITY =| 
PRODUCTION 
Richard M. Highsmith, Jr. 
and 
J. Granville Jensen 


GOVERNMENT AND 
COLLECTIVE BARGAINING 


Fred Witney 


J. B. LIPPINCOTT COMPANY 
333 W. Lake St. Chicago 6, Ill. § 


Please mention Tue American Economic Review When Writing to Advertisers 


| 


labor 
— 


FROM MACMILLAN 


Coming Spring 1959... 
ECONOMIC DYNAMICS, Second Edition 


by WILLIAM J. BAUMOL, Professor of Economics and Sociology, 
Princeton University 


The first pee a ape textbook treatment of economic dynamics, this 
text is intended for advanced courses. The second edition changes, 
mainly mathematical, include: Numerical com; in higher order 
systems; non-linear equations; simultaneous difference and differential 


equation systems, 
BUSINESS BEHAVIOR, VALUE AND GROWTH 


by WILLIAM J. BAUMOL 


This text contributes a new model to the theory of oligopoly which 
closely agrees with practical business behavior. At the same time, it 
also offers some hypotheses for the theory of economic development. 


MANAGERIAL ACCOUNTING: An Introduction 
by HAROLD BIERMAN, JR., Cornell University 


Emphasizing the basic principles and managerial uses of accounting, 
this text is especially designed for non-majors, but it also provides a 
solid foundation for prospective accounting students. 


Already in use... 
THE ANATOMY OF A CONSTITUTIONAL LAW CASE 


by ALAN F. WESTIN, Cornell University 
1958, 183 pages, $1.60 


NATIONAL WAGES POLICY IN WAR AND PEACE 
by B. C. ROBERTS, Princeton University 


Concerned with the establishment of a national wages policy in Britain, 
this text analyzes and compares policies in the United States, Sweden, 
Australia, tne Netherlands, and Western Europe. 


1958, 180 pages, $3.50 


CLASSICS IN THE THEORY OF PUBLIC FINANCE 


Edited by RICHARD A. MUSGRAVE, University of Michigan, and 
ALAN T. PEACOCK, University of Edinburgh 


English translations of significant articles on public finance by noted 
economic theorists, including an introduction by the editors. Contribu- 
tors include: Adolf Wagner, Maffeo Pantaleoni, Knut Wicksell, Erik 
Lindahl, Hans Ritschl, Ugo Mazzola, Emil Sax, Francis Y. Edgeworth, 


others. 
1958, 244 pages, $6.00 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 
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written for the student: 


to provoke his interest 
to insure his understanding 


ECONOMICS: Theory and Practice 


Melville J. Ulmer, Chairman, 
Department of Economics, The American University 


Authoritative and lively, complete but papel profound but 
eminently understandable—are qualities of this new text for 
beginners in Economics which reflect the talents of the author. 
Professor Ulmer’s impressive background as teacher, Fulbright 
professor, arid university administrator, government economist 
and adviser to government, author and newspaperman, lecturer 
and research economist, adviser to business, and Editor of the 
SURVEY OF CURRENT BUSINESS has enabled him to 
provide in ECONOMICS: 


excellent organization—framed upon four major areas of 
analysis: economic growth, income theory, the theory of price 
and distribution, and world economics. 


completeness—the subject is surveyed in a thorough and 
scholarly fashion. Basic factual and institutional material and 
major problems of public policy are fully treated. 

clarity—no effort has been spared to make this introductory 
text readily comprehensible. Careful selection of material, 
step-by-step elucidation, new pedagogical techniques, simple 
numerical examples, and many outstanding graphs and charts 
are employed t, An unusually helpful glossary is 


flexibility—skillful planning makes the text adaptable for a 
one- or two-semester course. 


A Student’s Manual and an Instructor’s Manual to be 
available. 


A Spring, 1959 Publication. 


Boston 7 
a New York 16 
HOUGHTON Dallas 1 
a Palo Alto 
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UNIVERSITY 


As Unions Mature 


An Analysis of the Evolution of American Unionism 
By RICHARD A. LESTER ; 


This is a forcefully written book about how American unions got to be what 
they are, where they stand now, and where they go from here. Richard A. 
Lester, Princeton University economist and expert on industrial relations, sug- 
gests that the missionary zeal and anti-boss militancy have gone out of unions 
as they have grown older, larger, more powerful, and more settled. He tells 
how union ideals tend to break down, how democracy in unions tends to col- 
lapse, and how corruption can creep in. As Unions Mature is an objective 
appraisal that gives a better foundation for understanding mature unions of 
today and for intelligent judgment of current proposals for union reform. 

184 pages. $3.75 


Population Growth and Economic 


Development in Low-Income Countries 
By ANSLEY J. COALE and EDGAR M. HOOVER 


A study of the alternatives confronting low-income countries with respect : 
to population growth that shows the nature and extent of economic gains re- a 
sulting from fertility reduction. India is used as a case study in this book that ; 
has direct implications for all low-income, agrarian areas entering into a pro- 
gram of economic development. 402 pages. Tables & charts. $8.50 


An Appraisal of the 1950 Census 


Income Data 


Studies in Income and Wealth, Volume 23 
By the Conference on Research in Income & Wealth 


Deals with the nature, reliability, and the uses of the income data included 
in the 1950 census and contrasts this data with income information from other 
sources—field surveys and administrative records of government regulatory, 
fiscal, and social security agencies. Published for the National Bureau of Eco- 
nomic Research. 462 pages. Tables & charts. $10.00 


Order from your bookstore, or ; 
PRINCETON UNIVERSITY PRESS, 
Princeton, New Jersey 
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RAND MENALLY announces 
February publication of 


The Income of 
Nations and Persons: 


AN INTRODUCTION TO ECONOMICS 


by ALVIN E. COONS 
The Ohio State University 


A textbook treating economic activity as a process—a 
process of individual actions and social interactions—pre- 
sented as a sequence of adjustments and adaptations made 
necessary by the underlying economic problem of relative 
scarcity and the necessity for choice making. 


A textbook treating economic behavior, not as the act 
of some imaginary “economic man,” but as human behavior 
oriented toward income goals. 


A textbook giving the student not only an acquaintance 
with contemporary economists and economic thought, but 
also a perspective of economic growth and change. 


A textbook treating theory as a thinking tool rather than 
merely explanation and justification. 


A textbook that has been written for the college student 
who is beginning the systematic study of economics. 


February, 1959 + 672 pp. + 6” x 9” + $6.75 


College Department + Rand M¢Nally & Company 
P.O. Box 7600 * Chicago 80, Illinois 
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new books from 


Brookings 


Benjamin Strong, Central Banker 
By Lester V. Chandler 


An instructive and superbly written account of the turbulent early years of the 
Federal Reserve System. 
Benjamin Strong was the greatest influence on American monetary and 
policies during this formative period of central banking, and his frank and reveal- 
ing correspondence and memoranda provide insights that are relevant to current 
of banking and public 
497 pages November 1958 $6.00 


Pricing in Big Business: A Case Approach 
By A. D. H. Kaplan, Joel B. Dirlam & Robert F. Lanzillotti 


In the words of Business Week, this book “‘throws fresh light on the troubles of 
every executive who must make crucial price decisions. . . . (It is) bound to be- 
come a reference for lawmakers.” 


Based primarily on interviews with pricing officials and top executives of more 

than 20 large corporations, it provides materials that can be especially useful 
in the classroom. 

344 pages 1958, $5.00 

Paperbound college edition® $2.00 


Other recent Brookings books include: 


The Trade Agreements Act and the National Interest by Howard 
S. Piquet, 61 pages, paper, $1.25 - The Job of the Federal Executive 
hd Marver H. Bernstein, 241 pages, $3.50. - A History of the United 

tions Charter by Ruth B. Russell, assisted by Jeannette E. Muther, 
1140 pages, $10.00. 


COMING IN JANUARY: 


Federal Budget and Fiscal Policy, 1789-1958 by Lewis H. Kimmel, a history 
of events, ideas, and policies that puts the modern concept of government’s role 
in the economy in a fresh and helpful perspective. $5.00 


At your bookstore or order from 


mf Srookings 
Ustilulion 


722 Jackson Place, N.W., Washington 6, D. C. 
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INTERNATIONAL 
SOCIAL SCIENCE 
BULLETIN 

Quarterly Periodical 


The purpose ¢ this UNESCO p tiodical is to acquaint social scienti: _ with | work that has 
izations and individual: the world. 
Subscription : 50 a year. Single Copies: a 00 each 


Starting with Volume XI, Number 1, $6.50 a year. Single copies $2.00 
Just issued: Volume X, Number 3 


Part I: TRENDS IN RECENT RESEARCH ON RACIAL RELATIONS 

Studies on: Britain, by Anthony H. Richmond; East Africa, by Barbara E. Ward; Federal Re- 
public of Germany, by Kripal S. Sodhi; United States of America, by Herbert Blumer. 

Part II: ORGANIZATION IN THE SOCIAL SCIENCES 

Includes a section on Current Studies & Research Centres which covers: A Symposium on & 
term “Structure,” Paris, January 1958; The Institut d’études du 
social, University of Paris: The _Junta das Missoes Geograficas e de Investigacoes Cientificas do 
Ultramar, Lisbon; The Swiss I of I ional A nse Zurich; The L y of R 

in Social Relations of the University of Mi of D and Books, 
News and Announcements. 

Now in preperation: 

INTERNATIONAL BIBLIOGRAPHY OF SOCIAL AND CULTURAL ANTHROPOLOGY, II 


Works published in 1956. Publishing date, November 1958. 
380 pp. (paperbound) $6.50 


Place your order for single copies or standing order for the series with: 


UNESCO PUBLICATIONS CENTER 
801 Third Avenue, New York 22, New York 


CANADIAN JOURNAL OF ECONOMICS 
AND POLITICAL SCIENCE 


Volume XXIV, Number 4 November, 1958 
The Political Economics of the Bank a Canada phnvereneees H. 8. Gordon and L, M. Read 
Higher Public Servants and the Bureaucratic Elite in Canada ..... oteeebees John Porter 
Administrative Decision and the Law: The Views of a Lawyer ....- perverers John Willis 
Administrative Decision and the Law: The Views of an Administrator ...... H. F. Angus 
The Construction and Use of an Occupational Class Scale ........... Bernard R. Blishen 
Language Differences and Occupational Experience .............-.++ E. Jacques Brazeau 
The Market for Books in Canada .............- J. N. Wolfe 
Sir Halford Mackinder: Theorist of Imperialism ..............-+- . .Bernard Semmel 
Some Implications of Seenene Change in Northern ‘Ojibwa Social Structure pnnnee 

Current Topics 
Review Article 
The Economics of Under-Developed Countries ..............++++4+> Benjamin Higgins 
Reviews of Books 


$6.00 per year. $1.50 per single issue 
UNIVERSITY OF TORONTO PRESS 
33 St. George Street, Toronto 5, Canada 
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THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economie Society 


No. 271 September 1958 Vol. LXVIII 
I. Articles 

The Place of Economics and Allied Subjects in the Curriculum ..Sir Alexander Carr-Saunders 
and: the A. J. Brown 
Welfare Propositions in Terms of Consistency and Expanded Choice .......... K. Lancaster 
Professor Hansen on America’s Economic Revolution ............+.se+e0+: K. K. Kurihara 
Il. Reviews 


Ill. Notes and Memoranda 
IV. Recent Periodicals and New Books 


MACMILLAN & Co. Ltd., LONDON, W.C.2. 
Application for Fellowship to 
ROYAL ECONOMIC SOCIETY, 2! Bentinck Street, London, W.!. 
Annual Subscription £1 10s (or $4.50) Life Composition £22 10s 


JOURNAL OF BUSINESS 


School of Business, University of Chicago, Chicago 37, Illinois 


VoLuME XXXI OcrToBER 1958 NuMBER 4 
International Comparisons of Productivity Trends ............20cececeeeecseccees Colin Clark 
On the Economic Management of Large Organizations. A Laboratory Study ....... Stephen Enke 
Religion and its Role in the World of Business .............0.-2ceeeeeeeees James C. Worthy 
On Being Fooled by Figures: The Case of Trading Stamps .............-00-05 Robert Strotz 
Price Variations on Automatic Washing Machines in Chicago, Illinois, Among Different 
Collective Bargaining over Profit-Sharing: The Automobile Union’s Eftort to Extend its 
Royal E. Montgomery, Irwin M. Stelzer, Rosalind Roth 


Discussions and Notes: A Case Study of Effective Communication in Industry. .Raymond R. Mayer 
Book Reviews 

Books Received 

Notes: University Schools of Business 

Index to Volume XXXI 


The JOURNAL OF BUSINESS is published quarterly by the School of Business of the Univer- 
sity of Chicago. Subscriptions are $6.00 per year and should be addressed to the JOURNAL OF 
BUSINESS, Box 12, School of Business, University of Chicago. Editorial soceeeponernce (manu- 
we = duplicate) should be addressed to Irving Schweiger, Editor, JOURNAL OF BUSINESS, 
School of Business. 
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JOURNAL OF FARM ECONOMICS 


Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 
Editor: Rosert L. Ciopius 
University of Wisconsin, Madison, Wisconsin 


Volume XL November 1958 Number 4 


Gerald W. Dean and Earl O. Heady 
Statistical Estimation of Long-run Elasticities of Supply and Demand .......... 

Mare Nerlove and William "Addison 
Total Elasticities—A Predictive Device .......-.-...ccseeeeecceee Rueben OC. Buse 
Short Run Effects Ne Coe Price Changes: Skim Milk ........... 

H. Berry, George K. Brinegar and Stewart Johnson 
An Evaluation of Some Economic Factors and Farmers’ Attitudes That May In- 

fluence Acceptance of Soil Conservation Practices ........++++++++++0++ 

Julian Prundeanu and Paul J. Zwerman 
Apparent Results in Using Surplus Food for Financing Economic Development . 


This journal contains additional articles, notes, book reviews, and announcement 
of new bulletins in agricultural economics and is published in February, May, August, 
November and December. Yearly subscription is $9. 


Secretary-Treasurer: C. DEL MAR KEARL 
Department of Agricultural Economics 
Cornell University, Ithaca, New York 


THE ECONOMIC RECORD 


The Journal of the Economic Society of Australia and New Zealand 
Published Half-yearly in May and November 


Vol. XXXIV August 1958 No. 68 
The Australian Economy, July, 1958 . -D. Cochrane 
Articles 
Australia and European Free Trade ............0.csececesceess W. M. Corden 
Trade and Redistribution of There Still an Australian 
Economic Experiments in New Zealand and Their Political Background. Kk. 4. Blakey 
The Growth of the Cement Industry in the 1920’s: A Study in eT oe 
The Pattern of Australian Demand E. U. Leser 
Capital, Income and Output in New Zealand ar ty 1922-1956 ......... 
Another Look at the Acceleration Relationship and Paullibriars Growth. .R. Hieser 


Notes 

Professor Hicks’ Theory of and Post-war Investment Fisazes in 
Australia and the United W. Ne 

Some Statistics of Security Prices and Yields in the Sydney ite, tars. 1955 


The Relationship between Size of Families and Incomes in ee Zealand 1949-50 
Economic Principles of Transport Regulation ............. -H. Kolsen 
Elementary Theorems in The Pure Theory 8S. Soper 
News and Notes 
Reviews 
Annuai Subscription £2. 0. 0. Single Copies 13s. 6d. 


Melbourne University Press, The University, 
Melbourne N.3, Victoria, Australia 
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Estimation of Spatial Price Equilibrium Models ......G. G, Judge and T. D. Waliace 
‘Price Mapping’ of Optimum Changes in Enterprises W. W. McPherson and J. E. Faris 
Changes in Cotton Acreage in the Southeast—Implications for Supply Functions 


ECONOMICA 


Published Quarterly 


38th Year New Series, Vol. XXV, No. 99 August 1958 
CONTENTS 

Productivity-Geared Wage Policies Kelvin Lancaster 
Bank of England Branch Discounting, 1826-59 ................20+- R. O. Roberts 
Uncertainty, Probability and Potential Surprise ...................+.. Lucien Foldes 
Book Reviews 

Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 25s. ($3.71) per annum. Subscriptions 
should be sent to the Secretary and Treasurer, American Economic Association, 
Evanston, Illinois, accompanied by a cheque drawn in favour of ECONOMICA, 
London School of Economics and Political Science. 


THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume XIII, No. 4 (December, 1958) includes: 


ARTICLES 

Supplementary Security-Reserve Requirements Reconsidered ....... Joseph Aschheim 
Israel’s Survey of Consumer Finances ...........---+-++eeeeeees Mordechai Kreinin 
Large Manufacturing Corporations as Suppliers of Funds to the United States 

Government Securities Market ...........-2eee+eeceeees William J. Frazer, Jr. 
Liquidity Ratios and Recent British Monetary Experience ..........David E. Novack 
Some Implications of the Growth of Financial Intermediaries ..........Donald Shelby 

COMMUNICATIONS 

A Comment on “The Federal Home Loan Bank System and the Control of Credit” 


Membership dues, including $3.00 allocated to subscription in The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $5.00 annually and 
single copies may be purchased for $1.25. Applications for membership in the American 
Finance Association and subscriptions to The Journal of Finance should be addressed 
to the Secretary-Treasurer, George E. Hassett, Graduate School of Business Adminis- 
tration, New York University, 90 Trinity Place, New York 6, N. Y. 


Communication relating to the contents of The Journal of Finance should be addressed 
to the Editor, Joel Segall, School of Business, University of Chicago, Chicago 37, Ili- 
nois, or to the Associate Editor, Carl A. Dauten, School of Business and Public 
Administration, Washington University, St. Louis 5, Missouri. 
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Scottish Journal of Political Economy 
(The Journal of the Scottish Economic Society) 


Vol. V OCTOBER 1958 No. 3 
Articles 

1. Concentration in Selected Industries .............--eeeeeeeeees P. E. Hart 
2. Monetary Policy and the Scottish Banks ............-..20-+e00% M. GasKIN 
3. The Union of the Crowns in 1603 and the 

Debate on Economic Integration ...........-.0+++ee+e00s S. G. E. LytHe 
4. Actual and Implied Exchange Rates ..............+++++: ..-K. RoTHscHILp 
5. The Economy of Northern Ireland .............0--+ee00e: -A. D. CAMPBELL 
Recent Economic Trends. 

Production and Employment in Scotland ......... -..-+A, K. Camncross 
Current Topics. 


Scottish Journal of Political Economy is published in February, June, and October, and 
is free to members of the Scottish Economic Society. Applications for membership should 
be made to the Treasurer, Scottish Economic Society, 142 St. Vincent Street, Glasgow 
C.2., enclosing the annual subscription of £1:5:0. The Journal may also be obtained by 
non-members of the Society by ordering through any bookseller or direct from the 
publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price 10s. per single copy. 


THE REVIEW OF ECONOMIC STUDIES 


Vol. XXVI (1) No. 69 October 1958 
CONTENTS 
Monetary and Value Theory: A Critique of Lange and Patinkin ...............- 
CbEbCECCHOESEEEEEGRCOTECROSSLESCOSCHECOeS G. C. Archibald and R. G. Lipsey 
The Capital Output Ratio in Japanese Economic Development ............-- G. Ranis 
Maximum Likelihood Estimation of Tornqvist Demand Equations ......... P. R. Fisk 
Marketing Board and Economic Development in Nigeria and Ghana ...E. K. Hawkins 
A Single Geometric Measure for Elasticity of Demand and Supply ....... E. J. Mishan 
A Note on Kaldor’s “Speculation and Economic Stability” ............ Paul Streeten 
Neutral Money in Patinkin’s ‘Money Interest and Prices” ............ P. Wonnacott 
Consumer’s Surplus and Discriminating Monopoly ..............--- Roy Houghton 


Annual Sehecstytion, 21s. vol. (3 issues free. U.S.A. and Canada, $4.00 
per volume. Back number cates on application ce. 

With Vol. XVI(1), the Review reverted to three issues per volume. The new sub- 
scription rates appear above. Editorial communications should be sent to the Editor. Re- 
view of Economic Studies, Nuffield College, Oxford. Articles from the U.S.A. and Canada 
should be sent to P. A. Samuelson, Massachusetts Institute of Techno! , Cambridge, 
Mass. All other communications to the 8 y, Review of E ic Si , 4 Trump- 
ington Street, Cambridge, England. 

Cheques should be made payable to the Review of E. ic Studies. 
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ECONOMIE APPLIQUEE 
Archives de PInstitut de Science Economique Appliquée 


(The French Journal of Economic Science) 
Directeur: Frangois Perroux 
LS.E.A., 35 Boulevard des Capucines, Paris 2e, 
Tome XI, No. 4 Octobre-Décembre 1958 


THEORIE MONETAIRE—II 
J. DenizetT: La part des phénoménes monétaires dans le modéle de Keynes et dans les 
modéles de ptabilité é que (préface de Cl. GRUSON) 
L. GANGEMI: Les idées prensa depuis 1945 
R. Hiconnet: Reflexions sur la zone sterling 
M. PENOUIL: Quelques aspects de la politique d’aménagement du territoire (Cahier 70). 
8S. WickaM, E. Deutscu, J. Monte: L’exploration commerciale (Cahier 71). 


R. Trirrin, J. DesMytterz, J. P. Hayes, J. K. Wricnt: Contributions a l'étude de 
économie européenne (Cahier | Série R n° 3). 


L. CourrigNnaL, D et A. Gabor, C. B. Grass, A. W. Cybernétique et Econ- 
omie (Cahier série N, n° 2). 
ECONOMIE APPLIQUEE et CAHIERS de L’INSTITUT de SCIENCE 
ECONOMIQUE APPLIQUEE 
Directeur: Francois PERROUX, Secrétaire Général, H. BONJOUR 
(LS.E.A., 35, boulevard des Capucines, PARIS—2éme) 
The subscription price is 2.800 Frs per year. 


INTERNATIONAL ECONOMIC PAPERS 
No. 8, 1958 
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Books of continuing importance— 


THE THEORY OF MONOPOLISTIC 
COMPETITION 
A Re-orientation of the Theory of Value 
By EDWARD HASTINGS CHAMBERLIN. The 7th edition of the 


classic work dealing with the economic world between the imaginary 
states of pure competition and pure monopoly. $5.00 ~ 


ECONOMIC CONCENTRATION AND 
THE MONOPOLY PROBLEM 


By EDWARD S. MASON. A distinguished and important survey of 
policy toward the large firm, monopoly and competition, and material 
resources. $6.00 


INCOME, SAVING, AND THE THEORY 
OF CONSUMER BEHAVIOR 


By JAMES S. DUESENBERRY. An explanation of the long and short 
run relations between income and saving, and a method for predicting 


saving. $2.50 


THE THEORY OF ECONOMIC 
DEVELOPMENT 


By JOSEPH A. SCHUMPETER. The author’s classic statement of his 
theory of economic development and business cycles. $5.00 


FOUNDATIONS OF ECONOMIC 
ANALYSIS 


By PAUL ANTHONY SAMUELSON. “The logical foundation for 
modern mathematical business cycle analysis.” $6.00 


HARVARD ECONOMIC STUDIES 
HARVARD UNIVERSITY PRESS 
CAMBRIDGE 38 ¢ MASSACHUSETTS 
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An introduction to economic analysis and policy, and a new 
collection of outstanding readings by leading 
contemporary economists ... 


ECONOMICS: An Intro- 
duction to Analysis 
and Policy, 2nd Ed. 


by GEORGE LELAND BACH, 
Carnegie Institute of Technology 


THIS REVISION OF AN ALREADY HIGHLY 
successful text continues its predecessor’s 
much-praised emphasis on a thorough 
understanding of central economic con- 
= and principles—and its stress on the 
well-ordered use of these principles in 
helping students reach their own deci- 
sions on major public policy problems. 


Toward this goal, the text provides a 
sound foundation in both macro- and 
micro-economics, in the belief that both 
approaches are essential to informed 
citizenship in the modern world. Note 
these features: Special emphasis is given 
to economic growth and development, 
in America and throughout the world. 
You'll find this treatment the most thor- 
ough and extensive available in any ele- 
men text. A unique, well-balanced 
book will interest students in eco- 
nomic problems, 


Partial contents: The Foundations of 
Economic Analysis, National Income, 
Employment, and Economic Growth. 
Markets, The Price System, and the Allo- 
cation of Resources, The Distribution of 
Income. The Public Economy. The Inter- 
national Economy. Some Current Eco- 
nomic Problems. 


846 pp. Pub. 1957 _— Text price $6.95 


SELECTED READINGS IN 
ECONOMICS: A Student’s 
Library of Selected Readings 


Edited by C. LOWELL HARRISS, 
Columbia University 


PRESENTS DISTINGUISHED, COMPLEMEN- 
tary outside readings to go with an 
basic text and previde a complete wor 
which makes reference to libraries ~ 
other sources, unnecessary. It is especial- 
ly useful as a supplemental text for all 
basic courses in Economics, Principles of 
Economics, Economic Analysis, Interme- 
diate Economics, Economic Theory, So- 
cial Sciences, Elementary Business Eco- 
nomics, Contemporary Civilization. Use- 
ful also, in elementary courses in So- 
ciology and Political Science. 


The p behind the selections are 
to introduce students to the literature 
of intrinsic merit, written by outstanding 
economists, to provide readings within 
the intellectual group of the average be- 
ginning student, to complement material 
in the basic text and to present various 
points of view to permit flexibility. The 
readings may be used in any order, and 
parti sections omitted if desired. 

Contents: What Is Economics, The Busi- 
ness System, Costs and Prices, Dealing 
with Monopoly, Consumption and Con- 
sumer Problems. Adequate coverage is 
given for every important topic, and by 
many authorities. 

Pub. 1958 


546 pp. Text price $3.95 


To receive approval copies promptly, write: Box 903 


PRENTICE-HALL, Inc. 


Englewood Cliffs, New Jersey 
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NEW IRWIN TEXTS IN ECONOMICS ————————— 


MANAGERIAL ECONOMICS 
Decision Making and Forward Planning 


Mitton H. Spencer, Wayne State University, and Louis S1eceLman, First 
ational Bank of Chicago 

A new basic text for courses in managerial economics which integrates economic 

principles with various areas of business administration. 


GENERAL ECONOMICS: A Book of Readings 


Edited by THomas J. ANDERSON, ABRAHAM L, GizLow, and Dante E. D1a- 
monn, ali of New York University 
A broad and balanced coverage of all Sale pe topics included in introductory econom- 
ics courses is presented in this new book of readings. 


THE PRACTICE OF COLLECTIVE BARGAINING 


By Epwry F. Beat, Western Michigan University, and Epwarp D. WicKER- 
SHAM, University of Detroit 
The outstanding feature of this new basic text is its complete and balanced treatment 
of the collective bargaining process. 


THEORY OF WAGES AND EMPLOYMENT 


By M. Cartter, Duke University 
This new volume reviews the standard body of wage theory and develops it further 
in the light of recent studies. 


READINGS IN THE ECONOMICS OF TAXATION 
Selection Committee: RicHarp A. Muscrave, University of Michigan, and 
Cart S. SHoup, Columbia University 
Volume IX in the American Economic Association Series of Republished Articles 
on Economics. 


ANALYSES OF INDUSTRIAL OPERATIONS 


Edited by Epwarp H. Bowman, Massachusetts Institute of Technology, and 
Rosert B. Ferrer, Yale University 
A unique collection of readings which show the actual application of quantitative 
methods to analyze and solve industrial operating problems. 


GOVERNMENT FINANCE: An Economic Analysis 


Revised Edition 


By Joun F. Due, University of Illinois 
analysis and standards of economic welfare. 


Write for Examination Copies 


Publishers fer the American Economic Association 
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